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Irish republican 
chief ‘hopeful’ IRA 
will lay down arms 
within two years 
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A senior figure in the Irish 
republican movement, Pacfraic Wit- 
son, signalled that the IRA was 
prepared to co-operate in the 
decommissioning of weapons over 
the next two years. The IRA com- 
mander said that he did not see 
any likelihood of weapons being 
surrendered but he was hopeful of 
the IRA agreeing to alternative 
ways of disarming. Rage 14 

IL0 to back bask worker rights 
The Internationa] Labour Organisa- 
tion is poised to agree a declara- 
tion committing members to 
upholding basic worker rights. 

Rage 6 


AustraBa heads far early poll 
Australia appeared set for an elec- 
tion, possibly rn August, following a 
public call for an early poll from 
deputy prime minister Tun Fischer. 
Page 4; Editorial Comment, 
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BoJ governor warns on markets 
Maseru Hayami, the governor of 
the Bank of Japan, warned that 
Japan’s equity and currency mar- 
kets might not recover until the 
country made serious efforts to 
solve Its financial problems. Page 
14; Editorial Comment. Page 13 

Tehran mayor on We offensive 
Tehran mayor Gholamhossein Kar- 
baschf told his corruption trial that 
senior figures in the Iranian govern- 
ment were well aware he used city 
assets to reward key employees. 
Page 6 

India holds uranhHn smugglers 
Incfian police arrested three men 
.for attempting to smuggle uranium 
Into Pakistan. 


"‘IwiLi McV 


Lebanon ready for peace talks 

Lebanese prime minister Rafik Har- 
iri told President CSnton that Leba- 
non and Syria ware prepared to 
resume negotiations on peace with 
Israel. 



Turkey's YQmaz to step down 

Turkish prime miriteftar Mesut YU- 
maz wiB resign at the end of the 
year under a written pact with an 
opposition leader to hold early 
elections In 1999. • 


Minimum wage *wW cost jobs’ 

The introduction of a proposed 
£320 {$525) minimum wage for 
young people would cost tens of 
. thousands of British jobs, the UK 
^Treasury has warned. Page 8 

French report favours cannabis 
A report cammlssionned by toe 
French government concluded that 
drinking Is a far worse health haz- » 
ard than smoking carmabls. 

Suspected teak starts Chernobyl 

The last functioning reactor at 
Ukraine's Chernobyl nuclear power 
plant was shut down so that the 
cooling system could be examined 
for a possible leak. 

China wfH attend US war games 
China said It would accept a US 
Invitation to observe multinational 
military exercises In the US this 
year. 

Bissau coup figUing worsens 

The capital of Guinea Bissau was 
rocked by the heaviest shelling 
since a coup attempt was 
launched 10 days ago in the West 
African state. 

Scottaud and Norway draw 1-1 
Scotland and Norway drew 1-1 in 
their fast round match in the World 
Cup soccer finals, a result that left 
both teams with a chance of going 
through to toe next round. World 
Cup coverage. Page 10; 
Observer, Page 13 


BUSINESS NEWS 


Shareholders move 
to find a CEO for 
Telecom Italia over 
chairman’s wishes 


Leading shareholders in Telecom 
Italia moved the troubled company 
towards finding a new chief execu- 
tive, despite strong resistance from 
chairman Gian Mario Rosagnoto. 
Page IS; lex. Page 14 

Arianespace, the world’s leading 
commercial space organisation, 
has suspended its launch pro- 
gramme for four months because 
of production c&fficutties which 
Included a fire last month at a sat- 
ellite test facility in France. Page 6 

VA Staid, the Austrian steel 
company, formally launched a 
Sch2.4bn (SI 88m) offer for VAE, 
the world's leading maker of rail- 
way points, in a bid that could trig- 
ger rival offers. Page 20 

Credit Suisse may join forces with 
Ina, the Italian insurer, and Spain’s 
Banco Bilbao Vizcaya to control 
Banca NazJonaJe del Lavoro. toe 
Flame-based bank scheduled for 
privatisation this year. Page 20 


Ttaiipn Automotive XiaE, the first 
mainland Chinese company due to 
list on toe Tokyo Stock Exchange, 
suspended its proposed Initial pub- 
tic offering because of the deterior- 
ating condition of the Japanese 
stock market Page 15 


US Gousuner prices edged up 3 
per cent in May, the biggest rise in 
17 months, fuelled by increases for 
energy, food and tobacco. Page 7 


Japan's ministry of international 
trade and industry has given its 
blessing to the idea of foreign 
takeovers of Japanese companies 
as a means of making toe econ- 
omy mare productive and helping 
overcome its recession. Page 6; 
Editorial Comment; Page 13 


Hie London Clearing House, which 
dears and settles trades on Lon- 
don financial exchanges, has sub- 
mitted an unprecedented proposal 
to toe US Commodities Futures 
Trading Commission to offer clear- 
ing services in the over-the-counter 
derivatives market Page IS; 
Swaps rfcfdte, Page 7 

CHfta signalled that a failure to 
achieve its economic growth target 
would add to pressure on the sta- 
bility of the Chinese currency, faef- 
fing speculation that Beijing is 
reconsidering Its pledge not to 
devalue the renminbi. Page 4; 
Asia’s next domino? Page 13 


Telstra shares rose on news that 
toe Australian telecommunications 
company would enter discussions 
with Microsoft on an equity Joint 
venture in Telstra's broadband 
cable network- Page 18 

RMBppfne Airimes warned of 
possible debt default as a pilot s’ 
strBte continued. Page 18 


Pertamina, the Indonesian oO and 
gas monopoly, will continue to 
receive big subsidies for the rest of 
the year but will be forced to cut 
costs on Imports, refineries and 
distribution, toe country's energy 
minister said. Page 18 


UK financial services providers will 
move a step closer to internet 
sales of savings and investment 
products with announcement today 
of a home trial of smartcard “digital 
signatures'. Page 8 


World Equity Markets 

The latest trends and data from more 
titan 50 national raariots at a gtenra 
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Yeltsin claims 
breakthrough 
on Kosovo 
with talks plan 


Milosevic agrees to meet leaders of 
ethnic Albanians but Nato stays alert 


By Jotm Thom till ta Moscow 
end oar ta tam a fa u ai Staff 


Russia claimed to have secured a 
diplomatic breakthrough in the 
Balkans yesterday after Presi- 
dent Boris Yeltsin persuaded the 
Yugoslav leadership to resume 
talks with Kosovo's ethnic Alba- 
nian leaders and even broach the 
vexed issue of autonomy. 

After talks in Moscow, Slobo- 
dan Milosevic, the Yugoslav pres- 
ident, signed a declaration in 
response to demands by the six- 
nation Contact Group, aimed at 
averring Nato intervention over 
the troubled Serbian-controlled 
province. 

But other members of the Con- 
tact Group indicated they were 
not yet satisfied with Mr Milos- 
evic’s response. 

Madeleine Albright, US secre- 
tary of state, said the Yugoslav 
president bad not met the “pri- 
mary points" raised by the group, 
which comprises the US, Russia. 
Germany, Britain, Prance and 
Italy. The group had demanded 
Mr Milosevic end the violence by 
Serbian security forces against 
civilians in Kosovo and agree to a 
dialogue capable of producing 
quick results. 

‘All options are an the table,” 
she said, including the use of 
force by the west. A Nato official 
said: “Mr Milosevic has started to 
move, but this is clearly not 
enough- Nato planning [for mili- 
tary action] will not stop.” 

After meeting Mr Yeltsin, the 
Yugoslav president vowed there 
would be no repression of the 
civilian population of Kosovo and 
promised talks with the ethnic 
Albanians about all issues. 

inf-hiding au tonomy . 

But Mr Milosevic said his 
forces would not pull out of the 
region even if “terrorist" activi- 
ties subsided. “Any withdrawal 
of units of the Yugoslav army 
from any part of Yugoslavia is 


out of the question,” he said. 

On Monday Nato warplanes 
flew exercises over the southern 
Balkans, warning Serb forces 
they would be bombed if they did 
not stop their repression. 

Mr Yeltsin played up the role 
that Russia could take in helping 
to resolve the latest Raikans cri- 
sis. given his country’s religious 
and cultural ties with the Serbs. 

“We do not forget that we are 
both Slav states, friends." Mr 
Yeltsin said. “Without our partic- 
ipation the Kosovo problem can- 
not be solved.” 

Mr Yeltsin has strongly 
opposed any military interven- 
tion by Nato in the region and 
resisted the imposition of eco- 
nomic sanctions against Bel- 
grade. The Russian president’s 
stand has been applauded by 
almost the entire political spec- 
trum in Moscow. 

Britain gave a cautious wel- 
come to Mr Milosevic’s undertak- 
ings, though it was concerned be 
did not appear to have agreed to 
withdraw the security forces 
used for repression of civilians 
and wanted to see rapid action to 
follow through on his promises. 

President Jacques Chirac of 
France stressed that the Euro- 
pean Union and the Contact 
Group were demanding “a stop to 
[Mr Milosevic’s] brutal behaviour 
in Kosovo,, re-establishment of 
peace and an end to ethnic 
cleansing”. 

A spokesman for the Kosovo 
Liberation Army, guerrillas fight- 
ing for Independence for Kos- 
ovo's ethnic Albanian majority, 
appeared on Albanian television 
yesterday, repeating demands for 
talks with the Yugoslav govern- 
ment, subject to the withdrawal 
of its security forces and foreign 
mediation. Western governments 
have similar demands but 
have attempted to sideline the 
KLA which has been condemned 
by the US as “terrorist”. 


Gucci braces for bid 
battle as rival Prada 
raises stake to 9.5% 


By Mice Rawsthoru In Lo ndo n 


Hie fashion industry is braced 
for a bitter takeover battle after 
yesterday's revelation that Prada, 
the Italian fashion group, has 
raised its stake in arch-rival 
Gucci from 5 per cent to 9.5 per 
cent. 

The announcement sparked 
speculation that Prada. now Guc- 
ci’s largest shareholder, will 
mount a full bid for its competi- 
tor or try to forge alliances with 
other investors to secure control. 

Gucci's shares rose by $0.68 to 
$52.31 in New York after the 
Prada disclosure, valuing the 
group at more than $3bn. 

The battle between two of the 
hottest fashion brands of the 
1990 s started 10 days ago when 
Prada shocked Gucci’s board by 
disclosing it bad secretly spent 

$12om over several months this 
spring to acquire 5 per cent of its 
shares. 

Prada, which has financed the 
share purchases from the pro- 
ceeds of a LZSObn ($i40m) bond 
issue, has spent another $120m to 
buy its additional 45 per cent 
stake in Gucci. 

Neither Prada nor Gucd would 
pflmmpnt on the issue. Domenico 
De Sole, Gucci’s president, is 
known to be ftuious at Prada’s 
investment Patrizio Bertelli, his 
opposite number at Prada and 
the husband of Miucda Prada, its 
chitf designer, has issued a series 
of contradictory statements to 
the Italian press about bis inten- 
tions- Analysts speculated that 


Prada would have to bid between 
$60 and $70 a share to win control 
of Gucci. 

Prada, which is privately- 
owned. is thought unable to 
finance such an expensive deal 
independently, but might do so in 
conjunction with friendly inves- 
tors. Alternatively, it could try to 
persuade existing shareholders to 
support its efforts to win controL 

Gucci has staged a dramatic 
financial revival during the 1990s 
since Mr De Sole became presi- 
dent and Tom Ford took over as 
chief designer, its shares soared 
after its autumn 1995 public offer- 
ing only to weaken when the 
Asian market faltered last year. 
Gucci has since been seen as a 
takeover target 

Mr De Sole tried to defuse the 
threat of a hostile bid last year 
by floating proposals whereby no 
individual investor could exercise 
voting rights on more than 20 per 
cent of its equity, he was con- 
cerned about the threat of a take- 
over by L.VMH, the aggressive 
French luxury goods group con- 
trolled by Bernard Arnault HdP. 
the Italian bolding company, was 
regarded as another potential 
predator. It recently acquired 
Valentina, the Italian fashion 
bouse, and has made no secret of 
its plans to expand in the luxury 
goods sector. 

However. Gucci's institutional 
investors vetoed Mr De Sole's 
"poison pill”, clearing the way 
for Prada to try to win controL 


Poked for battle. Page 20 


CONTENTS 


World News 2-7 UK News 8.9 
Featees 22 Comment & Analysis 12,13 
Companies & Finance 15-21 World Stock Markets 30-36 


Full contents and Lex: back page 





* 

Guest star Kelson Mandela, centr e , with French president Jacques Chirac end Tony Blair yesterday 


EU leaders set dead li ne for 
agreement on new budget 


By Lionel Baber and Robert Pesfon 
in Cardiff 


European Union leaders 
yesterday set an ambitious nine- 
month deadline for reform of the 
Common Agricultural Policy and 
regional aid and agreement on a 
new EU budget, to prepare for 
eastern e nlarg ement early next 
century. 

The timetable agreed on the 
final day of the EU summit in 
Cardiff postpones serious negoti- 
ations until after Germany’s gen- 
era] election in September which 
could see the departure of Chan- 
cellor Helmut Kohl. 

It puts a heavy responsibility 
on the new German government 
which will chair the crucial sum- 
mit on the reforms next spring. 
Germany's demand for a reduc- 
tion in its contribution to the EU 
budget has already triggered a 
rift with net beneficiaries, led by 
Spain. 

Tony Blair. UK prime minister 
and summit host, expressed satis- 


faction that Cardiff had advanced 
progress on enlargement But EU 
diplomats noted fundamental dis- 
agreements over the cost of 
expanding eastwards and the 
“massacre” of a draft summit 
text on CAP reform in deference 
to the farm lobby. 

The other tangible achieve- 
ment in Cardiff was an agree- 
ment for a far-reaching review on 
the balance of decision-making 
power between national govern- 
ments and the European Com- 
mission. 

“This is a significant change 
and not particularly the result of 
British influence," said Mr Blair. 
Europe was responding to pres- 
sure from its citizens for greater 
influence over EU affairs. 

However, smaller countries sig- 
nalled they would resist 
far-reaching repatriation of 
power to the bigger countries 
from Brussels and drew on 
strong support from Jacques San- 
ter, president of the Commission. 

Mr Santer also defended the 


Commission against Franco- 
German criticism that it was 
exceeding its powers in areas 
such as competition policy. Yes- 
terday, both Mr Kohl and Lionel 
Jospin. French prime minister, 
stressed that the call for a review 
of decision-making in Brussels 
was not an attack on the Com- 
mission. 

EU leaders urged the Commis- 
sion to accelerate efforts to 
Improve the collection of reliable 
statistics in the future single cur- 
rency zone through Eurostat, the 
Luxembourg-based statistics 
agency. EU leaders also failed to 
break the deadlock over relations 
with Turkey. 

The guest appearance of Nel- 
son Mandela. South Africa's pres- 
ident, injected a note of excite- 
ment to what many described as 
a humdrum summit. But he 
foiled to obtain a long-promised 
trade agreement with the EU. 


Eure s tance pleases Japan, Page 8 
Editorial Comment Page 13 
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US fails to budge EU over Turkey 


By Davtd Bodna in Cardiff 


The UK presidency failed 
yesterday, despite last min' 
ute help from President Bill 
Clinton, to get any measur- 
able improvement in the 
European Union's formal 
attitude towards Turkey. 

In an extraordinary inter- 
vention by a US president 
during a European summit 
Mr Clinton rang Prime Min- 
ister Costas Simitis of 
Greece at 1.30am yesterday 
and asked him to soften his 
opposition to UK proposals 
on Turkey. 


UK tests 
domestic 
voters 
on Emu 


By Robert Peston, 
Poe&caJ Editor 


Tony Blair's comparatively 
warm endorsement of Euro- 
pean monetary union on 
Monday was seized on by 
British newspapers as a sig- 
nificant change in tone by 
the UK prime minister. 

In fact, as Mr Blair pointed 
out yesterday, the UK's pol- 
icy - o£ favouring Emu in 
principle but postponing 
sterling's participation until 
economic conditions are 
suitable - has not changed. 
“We have alway made clear 
that we will join if the eco- 
nomic benefits are dear and 
unambiguous" he said. 

Evidence points to the UK 
prime minister's intention to 
take sterling into the single 
currency around 2002 or 
2003. He has made this clear 
In his private conversations, 
even If it is not yet explicit 
in his public utterances. 

A second crucial factor 
has also gone largely unre- 
cognised, which is that it 
would be disastrous for the 
UK’s relations with its EU 
partners if Mr Blair were to 
highlight the risks of mone- 
tary union. "Emu is now a 
reality, the Euro will be 
launched in just a few 
months," said a senior Brit- 
ish official. "It would be 
crazy far us to start knock- 
ing the project. Can you 
imagine the backlash if we 
were to undermine its credi- 
bility with the markets?" 

The British view is that, in 
or out. the UK will benefit if 
Emu succeeds and will be 
hurt if it fails. So Mr Blah- 
will do what he can to help 
the project, possibly making 
further supportive com- 
ments at the ceremonial 
launch of the European Cen- 
tral Bank later this month. 

But the British prime min- 
ister is not yet ready to 
launch a concerted cam- 
paign to persuade the British 
electorate of the merits of 
Emu. ahead of a referendum 
which he has promised as a 
precursor to membership. 

However, such a campaign 
looks less remote. One of Mr 
Blair's closest advisers took 
heart from the largely 
low-key reaction in yester- 
day's British tabloid newspa- 
pers to their perception of 
Mr Blair's shift on Emu. 

The Sun newspaper, which 
has been an enthusiastic 
propagandist far Mr Blair 
since its conversion to 
Labour IS months ago. has 
not abandoned its opposition 
to the single currency. It 
said the prime minister was 
taking a “gamble". 

But this was not the kind 
of viscera] attack which Mr 
Blair might have expected. 
“We ran up the Euro flag 
and it has not been shot 
down.” said a government 
member. “So we will proba- 
bly keep it up there.” 
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The US has been pushing 
the EU to patch up its sour 
relations with Turkey in the 
interest of stabilising the 
eastern Aegean. 

Mr Clinton made his call 
at the request of the UK in a 
last ditch effort to get Greece 
to lift its veto on EU 
attempts to move Turkey 
nearer to the status of other 
candidates far EU member- 
ship. 

But Mr Simitis said he told 
the US president that he 
could not compromise 
“because Turkey is forever 
asking for more without giv- 


ing anything in return”. 

Tony Blair, the summit 
host, claimed the Cardiff 
summit bad taken a “step 
forward" towards Ankara, 
adding; “I hope it gets a good 
response" from Turkey. 

But all BriEain had to 
show for nearly six months 
of diplomatic effort was two 
indirect references in yester- 
day's Cardiff summit com- 
munique. 

One was to Turkey being a 
candidate for EU member- 
ship. the other a nod to the 
Brussels Commission to 
come up with some new way 


of providing Ankara with 
some money to accompany a 
new “European Strategy" for 
the country. 

Under this “European 
Strategy" initiative, the 
Commission has proposed 
adding services and agricul- 
ture to Turkey’s two-year-old 
industrial customs union 
with the EU. 

The summit endorsed this 
initiative, bat rather luke- 
warmly as "a platform for 
developing [the EU-Turktsh] 
relationship on a sound and 
evolutionary basis”. 

Britain may thus have 


achieved too little to bring 
Turkey out of its six-month 
sulk with the EU, while at 
the same time attracting 
criticism from the Commis- 
sion and some member 
states, in addition to Greece, 
for raising Turkish expecta- 
tions too high. 

One EU insider com- 
mented ruefully yesterday 
that the Union’s initial mis- 
take goes back to the imme- 
diate aftermath of last 
December's Luxembourg 
summit, which dubbed Tur- 
key eligible for EU member- 
ship, but rubbed in the coun- 


try's democratic and human 
•rights shortcomings. 

“When saying the Turks 
cried foul, several EU states 
agreed - which they should 
not have done, because there 
was plenty that was positive 
for Turkey at Luxembourg.” 
said the official. 

This reaction, plus strong 

US pressure for the EU to 
mend its fences with Ank- 
ara. led the UK to spend its 
six-month presidency trying 
to “correct Luxembourg 
without changing it”. 

Bfitorial Comment, Page 13 


Mandela charisma 
lights up Cardiff 


By Ned Buci dey in Cardiff 

If Europe's leaders needed 
proof of their remoteness 
from their people - subject 
of much hand-wringing at 
this week’s Cardiff summit - 
Nelson Mandela provided 
them, unwittingly, with a 
cruel demonstration. 

Behind the trained smiles, 
the ElTs heads of state and 
government seemed uncom- 
fortably aware that they 
were being upstaged. 

In front of the Welsh 
National Museum, where EU 
leaders met the South Afri- 
can president for lunch yes- 
terday. it was obvious who 
the lunch box-carrying. ANC 
flag-waving crowds had 
really come to see. 

First to walk from City 
Hall to the museum was Jac- 


ques Santer. European Com- 
mission president - Mr 
Europe himself - virtually 
unrecognised by the crowd. 
Romano Prodi and Jeon-Luc 
Dehaene. Italian and Belgian 
prime ministers, provoked 
little more noise. 

Only when Tony Blair 
emerged did the crowd stir, 
especially as he approached 
schoolchildren and intro- 
duced the tall, grey-haired 
figure with him with a help- 
ful “and this is the French 
prime minister". Helmut 
Kohl. too. was a figure too 
big for the crowd to miss. 

But. as ever, it was a sil- 
ver-haired gentleman from a 
country 7.000 miles away, a 
little unsteady on his legs 
these days, who prompted 
the cheers and emotion. 

When he arrived by car 


the crowd's roar all but 
drowned out the rendition of 
Nfcosi Sikeleri Africa by the 
Red Choir, veterans of count- 
less anti-apartheid marches. 

But when Mr Mandela 
emerged from lunch leaning 
on Mr Blair's supportive 
arm. schoolkids carefully 
executed Mexican waves, 
fla gs fluttered, and the cam- 
eras respectfully didn't flash. 
Spectators had been warned 
that flashes hurt the 79-year- 
old president's eyes. 

“I think he’s upstaged 
them all," said Hazel Snow- 
ball. a part-time nurse, one 
of the few to vein a crash 
barrier-side place through 
the county council’s Mand- 
ela lottery hotline. She had 
left her Bridgend home - 
only 40 minutes away - at 
Tam to ensure she got to see 



Nateon Mandate posing with EU leader* in Cardiff yesterday Reuters 


one of her lifelong heroes. “I 
never thought Td get to see 
him in the flesh.” 

the warmth of the recep- 
tion outside Mr Mandela’s 
meeting with EU leaders 
made up for the lack of sub- 
stance to the meeting itself. 

The South African leader 
had been invited to Cardiff 
in the hope he could sign a 
long-promised trade agree- 
ment with the EU. In recent 
weeks, as mure bogged down 


in the complexities of tariff 
levels on South African gar- 
lic exports, the purpose of 
Mr Mandela’s visit metamor- 
phosed into a “farewell 
lunch" with EU leaders. 

If EU leaders really want 
to create a People's Europe, 
it would be a popular first 
act to give Mr Mandela an 
appropriate retirement gift - 
the long-promised trade deal. 


Deafltoe for pact, Page 6 


Long on words and short on action 


By Lionel Barber 


The Cardiff summit was long 
on words and short on 
achievements - a skirmish 
ahead of the battle over tbe 
political direction of the 
European Union as It pre- 
pares for the single currency 
and enlargement eastwards. 

The only concrete result 
was an agreement to set a 
deadline of March 1899 for 
wrapping up a deal on the 
so-called Agenda 2000 pack- 
age of internal reforms 
needed for enlargement 

In the past. EU leaders 
have responded favourably 
to such deadlines, most nota- 
bly in the conclusion of last 
year’s Amsterdam treaty on 
closer European integration. 
But overhauling the Com- 
mon Agricultural Policy, 
regional aid and a new sev- 
en-year budget deal to 2006 
is far mare contentious. 

There was no sign in yes- 
terday's Final communique 
that EU leaders are ready to 
take on powerful domestic 
constituencies, such as the 
formers, who stand to lose. 
The hope Is that a break- 


through can be achieved 
after the German genera] 
election in September. 

Chancellor Kohl predicted 
yesterday that a deal would 
be reached “late on the sec- 
ond day" of the March sum- 
mit under the German presi- 
dency. The pessimists would 
be confounded again, just as 
they were, in predicting a 
delay in monetary union. 

Mr Kohl looked exception- 
ally cheery for a man who is 
trailing badly in the polls 
ahead of the September elec- 
tion. But like Tony Blair. 
British prune minister and 
summit host. Mr Kohl 
secured a final communique 
which helps his cause at 
home. First. Mr Kohl can 
point to widespread agree- 
ment on the need for a 
review of derision-making at 
the centre in Brussels, 
national parliaments and the 
regions - a central theme in 
the pre-summit letter that be 
dispatched with President 
Chirac of France. 

The Austrian presidency, 
which takes over from 
Britain on July 1, will hold a 
special summit in mid-Octo- 


ber to address the issue of 
subsidiarity - the principle 
that decision-making should 
be devolved to the lowest 
appropriate leveL 
Second, the Germans are 
winning the argument that 
there needs to be a better 
balance between the money 
they pay into the EU budget 
and their returns through 


Santer said 
Brussels was 
being turned into 
a scapegoat 


regional aid and form subsi- 
dies. The Spanish and Portu- 
guese, big net beneficiaries, 
are holding tough; but their 
imminent entry into the elite 
euro club appears to weaken 
their case for open-ended 
special treatment 
Tbeo Waigel. German 
finance minister, ratched up 
the pressure by saying most 
of the 15 EU countries 
agreed that the target bud- 


get ceiling of L27 per cent of 
EU GDP should cover the 
costs of enlargement Tor all 
II candidates beyond 2006. 

For Mr Blair, the summit 
offered a strong endorse- 
ment oT economic reform, if 
only because flexible labour 
markets and greater 
“employability” is necessary 
to make Emu work. The 
message on political reform 
is more ambiguous because 
it exposes the contradictions 
at the core of the Union. 

In one breath, EU leaders 
denounced the trend toward 
greater centralisation of 
power. In the next, they her- 
alded the imminent launch 
of the single currency - the 
greatest pooling of national 
sovereignty since the 1957 
treaty of Rome. 

Jacques Santer, president 
of the European Commis- 
sion. put on a gutsy perfor- 
mance. laying the blame far 
excessive regulation at the 
door of national bureaucra- 
cies. The Brussels executive 
was being turned into a 
scapegoat, he complained. 

Smaller countries agreed. 
Jean -Claude Juncker, Lux- 


embourg prime minister and 
usually a wan who takes his 
cue from Mr Kohl, made an 
ironic reference to people 
who put thetr name to treaty 
protocols on subsidiarity and 
failed to realise what it all 
meant The smaller coun- 
tries are certain to counter 
any move to weaken the 
Commission, which they 
view as their strongest 
defender against big country 
bullying. 

They are also likely to link 
any new language cm subsid- 
iarity to a deal on the unfin- 
ished business of Amster- 
dam; an increase in majority 
voting, a reduction in the 
size of the ZLstrocg Commis- 
sion, and a tilting of voting 
weights in the decision-mak- 
ing Council of Ministers 
toward the large countries. 

All these changes are nec- 
essary to make the Union fit 
to take in new members 
from central and eastern 
Europe. But, as one senior 
EU diplomat remarked yes- 
terday with a grin, the result 
would be to strengthen 
rather than weaken decision- 
making in Brussels. 


Schroder sees closer relations with UK 


By Peter Norman and 
Andrew Gowers in Bona 

Germany would intensify its 
relationship with the UK. in 
the European Union follow- 
ing a victory for the opposi- 
tion Social Democratic party 
in September’s general elec- 
tion. Gerhard SchrOder, the 
SPD candidate for chancel- 
lor, said yesterday. 

Such closer ties would not 
he at the expense of the 
Franco-German relationship, 
which should be maintained 
“for reasons of history and 
current policy.” he stressed. 

But Mr Schrbder told the 
Financial Times that the 
wish of Tony Blair. UK 


prime minister, to play a 
leading role in Europe, and 
signals from the UK that ft 
will one day become a full 
member of economic and 
monetary union, warranted 
a positive response. 

Mr ScfaTOder said be expec- 
ted Britain would be a full 
Emu member in five years at 
the latest While acknowl- 
edging that membership mil 
need to be endorsed by a ref- 
erendum. he said he would 
be “very surprised if the UK 
said no to Emu”. 

Mr Schroder’s remarks in 
favour of a triangular rela- 
tionship of Germany, France 
and Britain and closer ties 
between Britain and Ger- 


many could presage a 
change in the landscape of 
EU political cooperation if 
be wins on September 27. 

While Helmut Kohl, the 
German chancellor, is a 
recent convert to decentral- 
ised decision-making in the 
EU, the SPD candidate said 
he has always believed sub- 
stantial power should 
remain with the nation 
states. A one-time sceptic 
about the single currency. 
Mr Schr&der accepts the 
euro and regards UK mem- 
bership as desirable. 

Euro-scepticism apart, 
there has been little sign 
previously of Mr SchrOder. 
the state prime minister of 


Lower Saxony, taking much 
interest in EU affairs. His 
comments yesterday indi- 
cated a change. 

Adopting a more construc- 
tive tone than the Bonn gov- 
ernment, he backed propos- 
als similar to the EIT& 
“Agenda 2000" blueprint for 
agricultural reform- He 
suggested pressure on the 
EU budget could be eased by 
trimming the Common Agri- 
cultural Policy's price sup- 
port system before providing 
local direct payments linked 
to the area under forming. 
The EU budget limit of L27 
per emit of GDP would be 

maintain pH 

Other remarks, however, 


hinted at a potentially 
stormy relationship with 
Brussels. European Commis- 
sion rules obliging Lower 
Saxony and other German 
states to seek EU permission 
for temporary support to 
companies of DM200.000 
($112,000) and above were a 
“serious problem”, he said. 
By the time aid was 
approved, the company 
could have collapsed. 

The SPD candidate was 
also critical of Mr Kohl for 
attending this week’s EU 
summit with “inconsistent 

policies". Tbe chancellor, he 
said, wanted Polish EU mem- 
bership without saying how 
this would be financed. 


Ministers approve laws to clean up air 


By Michael Smith 
in Luxembourg 

European Union envir- 
onment ministers yesterday 
approved two laws to cut air 
pollution and agreed the 
principles of legislation to 
clean up lakes, rivers and 


The ministers, meeting in 
Luxembourg, were still nego- 
tiating into the evening on 
how much each country 
should cut greenhouse gas 
emissions as part of an inter- 
national agreement reached 
in Kyoto, Japan. last year. 

The first air pollution law, 
which is part of the EU's 
strategy to combat acid rain, 
will cut the amount of sul- 
phur in fuels used for heat- 
ing, power stations, industry 


and transport It calls for 
sulphur in heavy fuel oils to 
be cut to 1 per cent by 2003, 
compared with an average in 
the UK of about Z3 per cent 
Prices are likely to rise as a 
result 

Sulphur in gas oils is to be 
cut to 042 per cent by 2003 
and 0.1 per cent by 2008. The 
proposed law, which must be 

approved by parliament, 
does not cover fuels used by 
ships or aircraft which min- 
isters feel should be dealt 
with through a worldwide 
deal. 

Tbe second air quality law 
will set strict legally bind- 
ing limits on four pollutants. 
- sulphur dioxide, nitrogen 
oxides, particulates (or soot) 
and lead - based cm guide- 
lines issued by the World 


Health Organisation. The 
UK, holder of tbe rotating 
EU presidency, said the 
directive would greatly 
increase protection for 
asthma sufferers and elderly 
people sensitive to air pollu- 


seas. It sets a series of objec- 
tives to be achieved in gen- 
eral over 16 years but allows 
exemptions for Implementa- 
tion in some areas for up to 
34 years. 

It will help protect wet- 


Directive to introduce tight standards 
to ensure aquatic life can survive 


tion. 

The water directive, broad 
outlines for which were 
agreed yesterday, is designed 
to provide a framework 
within which the EU. 
national and regional 
authorities can develop inte- 
grated and coherent policies 
to improve lakes, rivers and 


lands and establish environ- 
mental quality standards for 
tbe discharge of dangerous 
substances into water. 

The directive will also 
introduce tighter standards 
to ensure aquatic life, such 
as plants and fish, can sur- 
vive and reproduce. 

The costs of implementa- 


tion are expected to run into 
billions of dollars. The bin 
will be shared between 
water consumers. Use water 
industry and governments. 

Separately, ministers were 
last night discussing propos- 
als to enable the EU to go 
beyond greenhouse gas cuts 
it is legally committed to 
achieving under the agree- 
ment readied in Kyoto. 

The proposals, tabled by 
the OK, would lead to a cut 
of about 9 per cent, com- 
pared with the 8 par cent 
agreed at Kyoto. However, 
environment ministers wa-e 
debating how the burden 
should be shared. Suggested 
targets ranged from a 30 per 
cent decrease for Luxem- 
bourg to a 24 per cent rise 
for Portugal. 
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BIO TO RIVAL UK FOR JO BS 

Bavaria to unveil DM2bn 
high-tech initiative 

Bavaria will today unveil a DM2bn 

offensive" aimed at rfvaffing south-east 

Europe’s biggest supplier of lobs m bio and information t«h- 

"iSSnjnd Stoiber. prime minister of Garnery's tafflestatato. 
plana to finance the Initiative with money raised by rodocing 
Bavaria's 25 per cent stake in Viag. the Munich-based eon- 

9l AW»S' Bavaria’s strong econc^^air^y^^tite^ely 
on high technology Industries. Mr 
elections on September 13. is 
hom abroad. Tbe initiative. 

also reflects his conviction that Eur opean Ja tegtabon as last 
diminishing the role of national government. 

Mr Stoiber faces a hard battle to defend tf» ewTsenmtbfe 

Christian Soda! Union's absolute maW * 
merit His high-technology initiative toflows ~***°}^~ 

erance" crime programme, afeo funda ^S' s ^*^ 1 ® f ^ to ' 
owned industrial stake, which was unveBad 
It Biriudes plans to provide local councils with fuxfa to fink 
industrial and business parks with high-speed commu nicatio n 
networks - the first such in 

parks would be built up across toe state as centres speciaJa- 
. ing in different high-tech areas. Ralph Atkins, Bonn 

FRANCO-US RELATIONS 

Jospin to visit Washington 

Lionel Jospin, Ranee’s Socialist prime minister, begins a 
three-day visit to the US today to make himsetf known to the 
Clinton admtfiistratkjn. The initiative comes a year after Mr 
Jospin took office. He is anxious to have his own Unes of 
communication with Washington even though President Jac- 
ques Chirac has the ultimate constitutional responsibility for 
foreign affairs. 

The visit is also Intended as a public relations exercise to 
convince the administration and Washington decision -makers 
that the days of France’s visceral anti-Americanism are over. 
The French are keen to see a more pragmatic relationship 
that also emphasises improved understanding between the 
two business communities. 

One of toe main functions attended by Mr Jospin will be the 
inaugural session of a newiy-formed Franco-American busi- 
ness coundL Robert Graham, Paris 


TURKISH REFORMS 

Yilmaz signs pact 

Mesut Yilmaz. Turitish prime minister, yesterday signed a pact 
with the leader of a key opposition party that opened the way 
for tong delayed reforms in parliament. Mr Yilmaz won foe 
backing of Deniz. Baykal, leader of the centre-left People's 
Re pub Bean party (CHP). which holds toe balance of power in 
parliament, for a programme of economic and political 
reforms. 

In exchange, Mr Yilmaz confirmed that he would resign at 
toe end of toe year and hand power over to a caretaker 
administration which would run toe country until a new gov- 
ernment takes over after elections to be held next April. 

However, tbe negotiations with Mr Baykal, which began 
three months ago, have divided Mr YUmaz's conservative 
Motherland party, the largest in the three-party minority coali- 
tion. Some CHP members fear Motherland will not fulffl its 
side of the pact after passage of legislation changing the tax 
laws and election rules. 

Turkish media reported that the military yesterday dis- 
missed 109 officers and 58 non-commissioned officers sus- 
pected of involvement in radical Islamist movements. In a 
meeting with Mr Yilmaz, toe generals reiterated their previous 
warnings that Islamist extremists are a threat to national secu- 
rity. John Barham, Ankara 


TELECOMS LIBERALISATION 

Swisscom cuts charges 

Swisscom, Switzerland's state-owned telecommunications 
company, has cut its inter-connection charges for access to 
its network by 7 per cent it is toe second reduction in less 
than three months and Is designed to defuse mounting con- 
cern that its charges are hindering the emergence of new 
competition In the recently iberalised Swiss telecoms market 
in March, Swisscom cut its Interconnection charges by 
around a third. However, in April Switzerland's Federal Com- 
munications Commission (ComCom), ordered Swisscom to 
cut its inter-connection fees by up to 25 per cent, following 
complaints from Sunrise, a new entrant which had been 
unable to reach agreement with Swisscom. 

Swisscom says that its latest reduction, which stfll has to 
be accepted by ComCom, follows an external audit of its own 
accounting system by an external fiduciary. According to a 
recent study, Swisscom’s inter-connection charges were five 
times higher than in the US and twice as high as in France. 
Swisscom is due to be partly privatised later tors year and the 
Issue of Inter-connection fees, which wKI determine Its profit- 
ability, is one of the main outstanding issues which will have 
to be resolved before the flotation. Wfflam Han, Zurich 
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GERMAN UNIFICATION 


Rate unchanged in April 

unemployment rate in toe European Union was 102 per 
cwtinAjOT^ unchanged from mg previous month, toe EU's 


The April unemployment rate in toe 15 EU countries was 

if in ^ samB last year- The low- 

est pbtess rate m April 1988 was in Luxembourg, which had 

ESSSFSSSi*** ** the 

highest rate, wito ias per cent AP, Luxembourg 






Fraud report released 

Economic crime finked to German unification cost toe state an 
estimated DM3bn to DMIObn (Sl.Bbn-S5.6bn) according to a 
report issued yesterday by a parliamentary committee of 
mquiiy. The report’s authors said that even these Agues for 
the costs of embazztement, fraud and other economic crime 
were on toe conservative side and that toe true volume of 
unification crime” was probably Impossible to determine. 

The report criticised toe Bonn government lor not acting 
early enough to investigate economic crime linked to unffiea- 
ttorhThe committee Identified the government privatisation 
agencies, toe Treuhandanstaft and its successor toe BvS, 
which oversaw toe disposal of over 15,000 companies, as 
particular sources for economic crime. 

Voiker Neumann, committee chairman, said the misappro- 
priatfon of subskSes intended for east German shipyards 
acquired by the Bremer Vulkan group, which later sought pro- 
teraon from its crecftora, cost toe state more than DM 850m. 

The report said almost 200 cases of alleged fraud, bribery 
and misappropriation by members of the Treitoand or toe BvS 
were being investigated. Frederick StOdemann, Bertn 
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Russian market cheered by 
prospect of IMF mission 


By ttfltfa Reefaad 

to Hmcow . 

Russia’s ailing 
markets rallied yesterday an 
the news that a team from 
the International Monetary 
Fund will come to Moscow 
for further aid negotiations 
next week. Tie stock marmot 
gained 42 per cent, but the 
situation remained precari- 
ous. 

Russian nfnrriaje and the 
IMF said that a Fund mis- 
sion would arrive in Mosc o w 
early next week, probably on 
Monday, to dtenn< ?g Russia’s 
$ 9 . 2 hn loan and to cpwyMgr 
further credits to revive the 
nation's withering financial 
system. 


“We are talking about 
extra financing which could 
be made available as early as 
this year,* Oleg Vyugin, dep- 
uty minister of arid 

“Representatives [of the 
IMF] are coming to propose 
such help but on condition 
that the Russian federation 
implements a specific pro- 
gramme.*' 

Mr Vyugin mm there was 
no official agreement 
between Russia arid the IMF 
as to the amount of addi- 
tional support the Fond 
might e xt en d to Moscow. 

He also insisted that fur- 
ther credits would be possi- 
ble only if Russia was will- 
ing to meet tough 
conditions, including an 


VW strategy in 
Europe pays off 


By Jota Griffiths 

West European car market 
statistics show that a multi- 
brand strategy adopted by 
Germany’s Volkswagen 
group is givi ng it mc rpamiE 
dominance over the region's 
new car market, even with- 
out the Rolls-Royce, Lam- 
borghini and Bugatti brands 
it is negotiating to acquire. 

Figures from the European 
Automobile Manufacturers 
Association (ACEA) show 
VW achieved an 18.1 per 
cent share of the region's car 
market in April, more than 6 
percentage points clear of its 
closest rivals Fiat, os 11.8 
per cent, and Peugeot/Ci- 
troto (ll.l per cent). 

VW, Europe’s largest 
vehicle make r, saw its May 
sales rise by a year-on-year 
rate of 9.8 per cent, exactly 
double that of the market as 
a whole. . Growth for the 
group was led by its Spanish 
SEAT subsidiary, with gala g 
far the month up 22.7 per 
cent, and Skoda of the Czech 
Republic (up 15 per cent). 

VW now appears to have 
broken up tba oligopoly of 
West Europe’s -new car mar- 
ket, in which VW, Fiat. Ford, 
General Motors, Peugeot and 


improvement in public 
finances, particularly faealth- 
ier government revenues. 

In a sign that Russia may 
be gelling more serious 
about its tax collection 
efforts, Russian news agen- 
cies reported that the assets 
of a daughter company of 
Gazprom, the natural gas 
giant, had been frozen by the 
federal ox service in an 
effort to extract overdue 


Officials at the IMF in 
Washington confirmed that 
a mission would visit 
Moscow next week. The trip 
wifi fdUow a meeting of the 
IMF board tomorrow, which 
is expected to a pprove the 
release of a 8670m tranche of 
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Renault have held broadly 
similar market shares for 
two decades. 

The acquisition of the 
three luxury sports car mak- 
ers. if succe ssful, will add 
little to VWs unit sales, ini- 
tially no more than 3,000 a 
year. But it will give the 
group the broadest coverage 
of all sectors of the new car 
market, and the “halo™ effect 
of owning same of the most 
prestigious names in the 
global motor industry. 

The statistics also reveal a 
West European new car mar- 
ket far healthier in its 
growth prospects than envis- 
aged at the start of the year, 
when manufacturers were 
predicting a 2 per cent 
growth this year. 

ACEA’s statistics show 
new car registrations far the 
first five months of the year, 
at &29m, to be among the 
highest cm record, and 7.6 
per cast higher than in the 
same period last year. 

The performance was 
helped in; May by strong 
demand - in Germany. 
Europe’s biggest single mar- 
ket, up 9.3 per cent ova: the 
same month the previous 
year, and a 13.9 per cent rise 
in France. 
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Telecom sell-off delays raise questions 
about Lithuania’s privatisation plans 


the 6&2bn loan Russia is cur- 
rently receiving from the 
Fund. 

During its visit to Moscow, 
the IMF mission will «l«ri 
explore the possibility of fur- 
ther support 

Russia's fragile financial 

system has taken a battering 

this year, with share prices 
jocfag more »h»n >»»]f their 
value. Investors have been 
«*»THYvg on the IMF or the 
Group of Seven industria- 
lised nations to step in with 
emerg en cy financing; warn- 
ing that otherwise financial 
stabilisation - Russia’s most 
solid achievement after 
nearly a decade of painful 
market reforms - could be In 
jeopardy. 


Polftical disputes may 
stall the sale of the 
telephone monopoly, 
reports Matej 
Vipotnik 

D uring the years of com- 
munism eastern 
Europe's telephone 
monopolies paid little atten- 
tion to trifles. Hapless cus- 
tomers braved decade-long 
waiting lists for a new tele- 
phone line, and then suf- 
fered scratchy connections, 
arcane dialling codes and 
exorbitant international 
rates. 

In Lithuania, as elsewhere, 
privatisation of the telecom 
monopoly was intended as a 
palliative lor the Ills of cen- 
tral planning. But almost a 
year after the government 
launched the privatisation of 
Lithuanian Telecom and just 
a week before the tender 
winner is to be announced 
on June 24, the sale is still 
hostage to a political contro- 
versy. The sell-off may yet 
have to be postponed. 

The process has exposed 
the rift between those wish- 
ing to maximise returns 
from the sale and those 
wishing to reap the 
long-term benefits of compe- 
tition in the telecoms sector. 

Above all, the sale has 
shown up the painfully slow 
process of privatisation in 
this Baltic state, which 
gained independence from 
the Soviet Union in 1991. 

Lithuanian Telecom was 
the first big infrastructure 
company to be put up for 
sale, and last summer the 
Conservative-led govern- 
ment optimistically esti- 
mated it could raise up to 
$lbn (£600m) for a 60 per 
cent stake. The party had 
pledged during the 1996 elec- 
tions to pass proceeds from 
the sale to holders of Soviet 
rouble accounts who lost 
their savings to hyperinfla- 
tion in 1992. 

In a bid to maximise the 
gain, the government, 
advised by Union Bank of 
Switzerland and CEBC Wood 
Gundy, said the strategic 
investor would receive a 
fixed-line monopoly until 
January l, 2003, in accor- 





Telephoues for sale: President could veto the monopoly law 


with European Union 
regulations. 

It also set out to 
strengthen the state carrier's 
position in the highly com- 
petitive mobile phone mar- 
ket, granting Lithuanian 
Telecom both a GSM cellular 
licence and a higher-end 
DCS tyPu lar i frenre 

However, Omnitel. a joint 
venture with Motorola of the 
US and Lithuania's largest 
foreign investor, was denied 
a DCS licence, which will 
become crucial when cellu- 
lar traffic grows over the 
next decade. Viktoras 
Gruodia, Omnitel's chair- 
man, said the government 
barf been trying to raise the 
value of Lithuanian Telecom 
by extending its dominance 
into the mobile market 

This does not appear to 
have helped in the first 
round bids by foreign inves- 
tors in February, which were 
sharply below expectations. 
Unconfirmed reports suggest 
bids came in below $400m for 
the 60 per cent stake. 

Moreover, the number of 
bidden b BR shrunk. Six for- 
eign telecoms companies ini- 
tially expressed an interest 
but ouly three remain: Swe- 
den’s Telia and Sonera or 
Finland have formed a con- 
sortium and are bidding 


against TeleDanmark. 

Vytautas Lands bergis, 
chairman of Lithuania's par- 
liament and a leader of the 
Conservative party, said 
recently that privatisation 
was "seriously stalled™ 
because offers by potential 
strategic Investors were too 
low. Privatisation might 
have to be postponed until 
the autumn, he added, and 
blamed public demonstra- 
tions. 

Earlier this year telephone 
subscribers took to the 
streets to protest against the 
introduction of local call 
rates, part of an attempt to 
re-balance the tariff struc- 
ture which had been heavily 
weighted against interna- 
tional calls. The government 
has since agreed to give one 
hour's worth of free calls per 
month to all customers. 

But the realisation that 
the sale of Lithuanian Tele- 
com may fetch little money 
has galvanised opponents of 
its proposed monopoly in 
fixed-line services. 

These include the opposi- 
tion Social Democrats, as 
well as President Valdas 
Adamkus. who argue that 
the short-term financial gain 
is not worth a protected 
fixed line market until 2003. 
The president has limited 


Bandfoto 

powers in domestic policy- 
making but be does have 
veto rights on legislation. 

Nonetheless, the Telecom- 
munications Law, which 
grants a monopoly in fixed- 
line services to Lithuanian 
Telecom, was narrowly 
passed by parliament on 
June 9. It provides for an 
independent telecoms regu- 
lator. appointed by the presi- 
dent and thus immune to 
party political pressure. 

Bids in the second round, 
due on June 24. are likely to 
be substantially higher than 
those in the first round, said 
Vytenis Junevicius. head of 
(he privatisation department 
at the European Affairs min- 
istry, which is handling the 
privatisation. 

But Mr Adamkus. who 
was elected to the presi- 
dency earlier this year on an 
anti-bureaucratic platform, 
is now mulling a veto of the 
Telecommunications Law. 
“If he sends the law back to 
parliament, the privatisation 
could he delayed for another 
six months," said Mr Junevi- 
cius. 

“This is the time to sell 
Lithuanian Telecom, 
because in two years’ time, 
no one will he interested in a 
fixed network." Mr Junevi- 
cius added. 
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CONSERVATIVE COALITION PARTIES UNNERVED BY SUCCESS OF HANSON'S EXTREMIST GROUPING IN QUEENSLAND POLL 


Early election looks likely in Australia 


By Gwen Robtoson kt Sydney 


Australia appeared set for an 
early election, possibly in 
August, following a public 
call for an early poll from 
Tim Fischer, the deputy 
prime minister- 
officials in the conserva- 
tive coalition led by John 
Howard, the prime minis ter 
last night said they had 
reached agreement to press 
ahead with an early election. 
They also reaffirmed the 
government’s promises to 
introduce a sales tax ami pri- 
vatise the remaining two- 
thirds of Telstra, the tele- 
communications company. 


Analysts said the govern- 
ment was in “crisis manage- 
ment mode” following the 
electoral debut of the 
extremist One Nation party 
in a weekend state election 
in Queensland. 

The 15-month-old party, 
led by Pauline Hanson, a fed- 
eral MP, picked up nearly 
one-quarter of the state's 
votes In the poll - many 
of them from Mr Fisher's 
rural-based National 
party concerned about 
unemployment, immigration 
and Aboriginal land 
rights. 

Fresh signs of growing sup- 
pent for Ms Hanson emerged 


yesterday in the first 
national opinion poll to be 
published since the Queens- 
land election. 

Support for One Nation 
and Its anti-immigration, 
anti- Aboriginal and protec- 
tionist policies jumped to ll 
per cent from a year-high of 
9 pcs’ cent in the past two 
weeks, according to the poll, 
published by The Australian 
newspaper. 

Support for Mr Howard's 
Liberal-National coalition 
fell six points to 37 per cent 
while the Labor opposition’s 
popularity remained steady 
at 40 per cent. 

Under Australia's complex 


preferential voting system, 
the firm results of the state 
poll mil not be known for 
several days. But already. 
One Nation seems likely to 
hold the balance of power in 
Queensland’s 88-seat parlia- 
ment 

The poll, on top of One 
Nation's Queensland gains, 
fuelled the so-called “bush- 
city divide" and opened rifts 
within Mr Howard's conser- 
vative coalition over the 
election issue. 

Mr Howard has the 
authority to dissolve both 
houses of parliament and 
call an election any time 
before May next year, to 


resolve a parliamentary 
deadlock over his proposed 
amendments to controversial 
Aboriginal land rights legis- 
lation. 

His amendments were 
aimed at watering down the 
legislation. But critics have 
warned that nailing a poll 
over such a sensitive issue 
would result In a “race ejec- 
tion”. Ms Hanson, who trig- 
gered a race row when site 
was elected to federal parlia- 
ment in 1996, has vowed to 
abolish all Aboriginal land 
rights. 

Mr Fischer has pressed Mr 
Howard to call early elec- 
tions and put the the land 
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GROWTH TARGET PRICE MAY BE TOO HIGH 


Beijing warns 
of pressure 
on currency 


Pensions failures add to the Japanese 
sense of economic malaise 


Large company 
pension schemes 
can be underfunded 
by more than 40%. 
Gillian Tett reports 


Japan: older, wiser. 

Age of population (%) 


Pension expentfflwa (as % of 6DP) 
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By James Harding tai Shanghai 


China yesterday signalled 
that a failure to achieve its 
economic growth target 
would add to pressure on the 
stability of the Chinese cur- 
rency. fuelling speculation 
that Beijing is reconsidering 
Its pledge not to devalue the 
renminbi 

The statement is the latest 
and clearest Indication that 
the Chinese government is 
not prepared to hold its cur- 
rency steady in the interests 
of Asian financial stability 
regardless of the cost to its 
own economy. 

Xiang Huaicheng, China's 
finance minister, wrote in 
the People’s Daily: "Whether 
or not the economic growth 
target can be realised will 
not only affect China's 
already extremely serious 
unemployment situation 
increase pressure on the sta- 
bility of the renminbi. It will 
also affect state-enterprise 
reform." 

China has set itself a tar- 
get of 8 per cent growth this 
year, but the economy is 
having trouble keeping that 
pace - China’s gross domes- 
tic product grew by 12 per 
cent in the first quarter of 
this year. 

Mr Xiang said that the 
regional economic turmoil 
has damaged China's export 
growth, previously one of 
the chief engines of the econ- 
omy: "Feeling the impact of 
the Asian financial crisis, 
exports to Asia have been 
limited by a relatively large 
amount and It will be diffi- 
cult to see immediate growth 
in exports.” China's exports 
fell by 15 per cent in May, 
their first registered decline 
in 22 months. 

Other government officials 
sought to defuse the mount- 
ing speculation that China 
may eventually be forced to 
devalue its currency, a move 
which many fear would fur- 
ther destabilise Asia's frayed 
economies and spark a fur- 
ther round of tit-for-tat 
devaluations. 

“China's international bal- 
ance of payments is rela- 



xing: export worries 


tively good and the renminbi 
will continue to be stable,” 
said Zhu Bangzao, the for- 
eign ministry spokesman, 
reiterating the commitment 
the ffiUnasg leadership has 
made repeatedly for more 
than half a year that it has 
no plans for a devaluation. 

However, China's markets 
appeared to be unnerved by 
speculation that the slide in 
the Japanese yen could force 
a devaluation of the ren- 
minbi. Shanghai’s stock mar- 
ket for foreign investors fell 
by just over 3 per cent yes- 
terday and the index closed 
at 39.44 points, just a frac- 
tion above the bourse's 
all-time low. 

Concerns about the stabil- 
ity of the Chinese currency 
resurfaced last week, after 
Dai Xianglong, China's cen- 
tral bank governor, said that 
the problems in the Japa- 
nese economy and the 
decline in the value of the 
yen were having a "very 
unfavourable effect" an Chi- 
na's exports and inward 
investment. Exports to 
Japan accounted for roughly 
17 per cent of China's total 
overseas sales last year. 

Yesterday, Chinese offi- 
cials kept up their unusually 
blunt assault on Japan's eco- 
nomic management, urging 
Tokyo to take action to halt 
the decline of the yen. 


Editorial c om ment and feature, 
Page 13, 


I f Japanese politicians lis- 
ten to Masayuki Hamagu- 
chi. senior executive of the 
country’s rice dealers’ asso- 
ciation, they are likely to be 
alarmed. 

For Mr Hamaguchi is grap- 
pling with a dilprnma tha t, 
helps explain Japan’s sense 
of economic malaise - and 
offers a due about why it 
wifi, not rapidly disappear. 

In recent months two pen- 
sion schemes run by his rice 
dealers* group have quietly 
collapsed with at least Y3bn 
($21mj of nnpaid liabilities. 
Now the middle-aged Mr 
Hamaguchi, together with 
about 3.000 other rice deal- 
ers, face losing part of their 
pension money. 

“What happened is very 
painful ," admits Mr Hama- 
guchi. “We never, ever 
thought tbifl would happen - 
it has made one think again 
about the future.” 

He is not alone. In recent 
months consumer spending 
has been strikingly weak. 
Until recently politicians 
blamed this low spending on 
the consumption tax rise. 
But now many economists 
suspect that rising unem- 
ployment, which hit a record 
rate of 4.1 per cent in April, 
could also be to blame. 

However, growing public 
alarm about the pension sys- 
tem is another, less tangible, 
factor that may be encourag- 
ing consumers to save rather 
than spend. 

For Japan has the fastest 
ageing population of any 
leading industrial country. 
Consequently, meeting 
future pension liabilities 
may be so costly that the 
current pension system can- 
not meet the bill. The Organ- 
isation for Economic 
Co-operation and Develop- 
ment, for example, estimates 
that social security spending 
on pensions as a proportion 
of gross domestic product 
will need to rise to 102 per 
cent in 2025. double the cur- 
rent level 

And although it is impossi- 
ble to measure the impact of 
these sums on consumer 
confidence, the level of 
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unease appears to be rising. 
One reason is that the gov- 
ernment itself has recently 
started to stress the issue to 
win public support for fiscal 
consolidation. 

But in addition to this 
same concrete cases of pen- 
sion problems have already 
started to emerge in the Jap- 
anese newspapers. Hitachi, 
the electronics group, for 
example, recently 
announced that it would 
trim pension benefits. 

Other companies may do 
the same. For as economists 
such as David Asher and 
Andrew Smithers point out, 
the pension schemes of the 
25 companies winch file US 
accounts are underfunded by 
40 per cent or mare. And the 
situation at smaller, domes- 
tic companies is believed to 
be even worse. Last year, for 
example, 14 tiny corporate 
schemes failed, sharply 
higher than previous years. 

And although the failure 
of the rice dealers' scheme is 
the first collapse of an indus- 
try association, what is par- 
ticularly alarming is that its 
problems were not unique. 

The essential shortcoming 
in the rice dealers' scheme - 
like most in Japan - was 
that it could only operate 
effectively when economy 
and stock markets were 
booming: 

The scheme started in 1978 
by offering two different 
farms of pension plans. One 
was a normal pension 


scheme, under which indi- 
viduals made monthly pay- 
ments of around Y 10,000. 
and then received a pension 
when they retired. 

The other was a so-called 
"relay” scheme, In which a 
pair of rice dealers (usually 
fether and son) would jointly 
make monthly payments, 
also usually around Y10.000. 
On retirement the father 
would then receive a lump 
sum. often worth several 
million yen, and “hand” his 
membership to a new, 
younger member. 

The scheme worked when 
membership was rising and 
Japanese investment instru- 
ments were yielding high 
returns. 

But deregulation has 
pushed many rice dealers 
out of business, and invest- 
ment returns have slumped 
because of the crash of the 
stock market and decline in 
interest rates. 

Yasuda Trust Bank, which 
manages the scheme, paid 
returns of around 7 per cent 
on investments before 1995. 
However, this year returns 
fell to around ZS per cent 
(and a mere 1.4 per cent 
excluding operating 
expenses). Consequently, the 
two schemes now have 
Y7.3bn In liabilities, but 
Y4.7bn of recorded assets. 

To cope with this shortfall. 
Mr Hamaguchi asked 
the pensioners participating 
in the “relay" scheme to 
return part of their money. 


in some cases up to YL4m. 
Bat this has provoked panic 
and fury from many rice 
dealers, particularly in the 
Osaka area. 

Masaaki Kadota, director 
ctf the rice circulation and 
consumption office of the 
Food Agency, said: *T have 
never heard of any such 
industry fund going bank- 
rupt before or pensioners 
being asked to return their 
benefits. 1 can understand 
the pensioners' anger.” 

The debacle has left Mr 
Hamaguchi, like many other 
Japanese, casting around for 
people to blame: he thinks 
that US credit rating agen- 
cies such as Moody’s and 
Standard and Poor's have 
contributed to the recent 
turmoil. 

But be admits the problem 
also lies closer to home. 
“Although we are the first 
group to fail I don't- think 
any scheme like ours can 
really operate in the current 

Japanese climate What 

happened to us will happen 
to other association pensions 
and corporate pensions - 
even the state system." 

If this turns out to be true, 
the impact would be stri- 
king. As one senior govern- 
ment official said: “When a 
Japanese housewife reads 
about a gloomy story like 
this, it causes a lot of con- 
cern. ft is not surprising if 
[the rice dealers] do not feel 
like spending much money 
now." 


Hong Kong’s dollar peg at the mercy of confidence test 


John Ridding says official support for the 
link is solid, but public opinion is vital 


S ale signs ore multiply- 
ing fast across Hong 
Kong's shopping malls, 
a clear indicator of plunging 
consumer confidence as the 
territory slides into reces- 
sion. 

Less clear, but much more 
important, is whether declin- 
ing confidence extends to 
the Hong Kong peg to the (JS 
dollar. 

For while speculative sales 
of the Hong Kong dollar and 
fears over the tumbling yen 
have increased pressure on 
the currency link, it is public 
sentiment that will prove 
decisive. 

Backed with foreign 
exchange reserves of 
USS96bn - eight times cur- 
rency is circulation - the 
Hong Kong currency peg is a 
tough target for speculators. 
But falling confidence within 
Rang Kong could crack the 
consensus behind the 


exchange rate, increase 
political pressure cm the gov- 
ernment or spark a switch of 
deposits that could swamp 
even the territory's hefty 
reserves. 

So for, the message from 
most politicians, the press 
and the post-colonial admin- 
istration is that support for 
the peg is solid. But some 
see the risk of cracks appear- 
ing under the pain. "While 
defence of the peg in the 
past has always had public 
support this may yet be less 
assured if unemployment 
rises much faster than 
expected,” says Deutsche 
Bank in a research report 

The government dismisses 
such suggestions. "The com- 
munity has a consensus on 
tins.” says Donald Tsang, 
the financial secretary. He 
says Hong Kong's small and 
open economy, with annual 
trade equivalent to more 
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than twice the value of gross 
domestic product, requires a 
stable currency. 

Besides, he adds, most 
understand the potentially 
disastrous effects of de- link- 
ing. The currency would not 
stop at a p re -announced 
level, he warns, and its tail- 
spin would send interest 
rates soaring. 

The sensitivity of the issue 


was underlined last October 
when James Tien, head of 
the General Chamber of 
Commerce, sparked a contro- 
versy by suggesting a review 
of the system. But privately, 
several manufacturers and 
businessmen from other 
exposed sectors say the costs 
of the territory's credit 
crunch are too high. 

As pressure has mounted 


on the exchange rate, news- 
papers are generally backing 
the peg, if not the govern- 
ment's economic manage- 
ment The mass-circulation 
Apple Daily said de-linking 
the exchange rate would 
prove disastrous. Even the 
Hong Kong Economic Jour- 
nal, a critic of the peg, said 
the government would not 
change fae fe 

But there are also warn- 
ings within the columns. 
The Economic Journal said 
the government's credibility 
and leadership had fallen 
along with the Hang Seng 
Index. 

Pqllticians point to the 
risks of the rising price of 
the peg. “We still stand by 
the peg,” says Tsang Yok- 
sing, leader of the pro- 
Beijing Democratic Alliance 
for the Betterment of Hoag 
Kong. “But opposition is 
mounting. Pressures for de- 
pegging are getting bigger.” 

But are these pressures 
leading to financial action? 


At the end of April, the pro- 
portion of -deposits in the 
Hong Kang dollar stood at 
about 57 per cent of the 
total, largely unchanged 
from a year earlier. Banks 
say they have not seen a sig- 
nificant shift from Hong 
Kcmg dollar. 

Stability, however, cranes 
at a price. Interest rates cm 
Hong Kong dollar accounts 
have risen to about 9.5 per 
cent for three-month depos- 
its, a four percentage point 
premium over US dollar 
savings. It could also prove 
fragile. Honghongers can 
easily switch their Hong 
Kong dollar holdings, often 
with a telephone call 

The bank runs of former 
crises so far remain a mem- 
ory. But they serve as a 
reminder that the public can 
be prone to panic and to 
rapid swings in sentiment. 
That, more than any specu- 
lative assault, is what 
weighs an the mind of the 
administration. 
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rights issue to the electorate. 

In a potentially damaging 
rift, some coalition members 
opposed an early election, 
saying it would enable One 
Nation to capitalise on its 
new momentum. 

There were also concerns 
about the Australian dollar’s 
recent plunge to 12-year lows 
and deteriorating economic 
data. Most strategists, how- 
ever, said economic prob- 
lems would only worsen in 
the mming year and warned 
that extra thug would enable 
Ms Hanson to build on her 
party’s gains. 


Hyundai chief < 
leads cattle 
drive North 


v- s- v 2 




By John Burton in Seoul 


nhimg ju-yung, the elderly 
founder of South Korea’s 
Hyundai group, yesterday 
led a mechanised cattle drive 

across the heavily armed 
border to famine-stricken 
North Korea to a ceremony 
heavy with symbolism. 

The event, which was tele- 
vised live, reflected an effort 
by Seoul to improve ties 
with Pyongyang, but also 
under sco red the overwhelm- 
ing prosperity of the South 
compared with the 1 North, 
whose economy shrank by 
6 l 8 per cent last year, accord- 
ing to Seoul estimates. 

But any hope that the con- 
cfljatnry gesture would ease 
the North’s hardline stance 
was dashed later In the day 
when Pyongyang said it 
would continue developing 
and exporting missiles 
imifta; the US lifted its eco- 
nomic sanctions. 

Mr Chung, who was bam 
In North Korea in 1915 and 
later established South 
Korea’s largest conglomer- 
ate, led a convoy of trucks 
carrying 500 cattle to the 
truce village of Panmunjom 
after he crossed a modem 
motorway bridge on the bor- 
der that Seoul opened on 
Monday- in expectation of 
eventual reunification. 

The convoy amounted to a 
mobile advertisement for the 
Hyundai group, with Mr 
Chung leading the way in a 
Hyundai luxury saloon fol- 
lowed by 50 gleaming white 
Hyundai trucks with ban- 
ners proclaiming “Vehicles 
carrying Honorary Chair- 
man Chang Ju-yung's cat- 
tle", which were raised on a 
Hyundai livestock form. 


At Fnnmunfom. Ur Chung 
was forced to abandon bis 
Hyundai car for a Mercedes- 
Benz sedan provided by 
North Korea, bat, the 50 
Hyundai trucks were turned 
over as gifts to North Kor- 
ean drivers, scene of whom 
had trouble operating the 
new vehicles. "At first they 
did not even know bow to 
take the keys out,” said o fie 
Hyundai driver. 

Mr Chung will spend eight 
days in the North, Including 
a visit to Pyongyang and his 
native village of Tongchua. 
This follows a recent deci- 
sion by Seoul to lift restric- 
tions on South Korean busi- 
nessmen visiting the North. 

“I am overwhelmed to go 
back to my birthplace,” said 
Mr Chung, the son of a poor 
farmer. In a Confucian con- 
fession. the Hyundai founder 
said bis return to Tongchun 
was “to pay back the debt 
owed to my father”. 

Mr Chung said be fled to 
Seoul at 18 with money 
taken from his father who 
had earned it selling a bull. 
“Since then, I have lived my 
whole life with sincerity and 
diligence, which I consider 
the trademark of cattle." 

But Mr Chung’s journey is 
not just a sentimental one. 
He is hoping to revive sev- 
eral business projects in the 
North that were suspended 
after he visited there in 1968. 
They include the construc- 
tion of a resort in the Dia- 
mond Mountains, considered 
Korea’s most scenic area, 
and a ship repair yard. 

He was accompanied by 
several senior Hyundai exec- 
utives, including two of his 
sons and three of his 
brothers. 
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Thais show success in 
rolling over credit lines 


Thai corporations have been unable to pay foreign bank 
lenders more than SSbn since the country's currency was 
devalued almost a year ago but the country has been largely 
successful In getting foreign banks to rod over existing credit 
lines, according to figures released by the country's central 
bank. 

The central bank governor, Chatumonkgoi Sonakul, said 
that 83 per cent of Thai private sector foreign debt - exclu- 
ding bond issues - had been roiled over. Estimates of Thai- 
land's private sector forel^i debt range from $55bn to $72bn, 
about half of which are loans from international banka to their 
subsidiaries In Thailand. 

About 90 per cent of roll-overs have been voluntary, Mr 
Chatumongkol said. The rest were extended by default. The 
governor said Thai banks managed to get almost all their for- 
eign loans roiled over while corporate borrowers had about 80 
per cent of offshore borrowing extended. 

A number of leading Thai companies have suspended prin- 
cipal repayments on their foreign debt, as the cost of that 
debt soared with the baht devaluation. This has ted some 
analysts to speak of a "private sector led" moratorium: many 
bankers fear that if they attempt to call in foreign loans, bor- 
rowers wHJ simply refuse to pay. Ted Bard&cke, Bangkok 
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THAI AIRWAYS 


Airline sale conditions eased 


The Thai government yesterday approved a proposal by the 
transport and communications ministry to trim the future mini- 
mum Thai stake In Thai Airways to 51 per cent from 70 per 
cent now. The cabinet last week agreed to lower the govern- 
ment ownership in the national carrier to 70 per cent from 83 
percent 

The spokesman said Thai investors would probably be able to 
absorb only about 15 per cant of the Thai Airways shares 
offered and the rest would probably have to be sold to for- 
eignera. Reuters, Bangkok 


INDONESIAN PLEDGE 


High interest rates to stay 


Indor^ a central bank yesterday defied pressure from par- 
Eamem and Industry by pledging to maintain high Interest 
rates. Sjahril Sabirin, the bank’s governor, told parliament high 
i? 68 WQfia neec * 0 ^ to contain Inflation, encourage savings in 
tteOTunfrys troubled banks and support the rupiah. The 

'S^TL t S P J ^2, Sharptsr m rec8nt w®® 1 ® h SPK® of inter- 
rates of 50 to 6° per cent and fen below Rpl 5,000 to the 
dollar yesterday, leading entrepreneurs have joined politicians 
" l* 8 * ° nly po^rtfca, ***** «n r6v| ve the rupiah, 

Mgh interest rates kill off even those industries which 
haw not yet succumbed under the load of debt 

k>V ^? 1 IS lnt S Bst rates now ^ a bigger risk," Mr 

^ “ Jrnent account deficit narrowed to 
iL JS 3 ? -98 48 - 1bn - government debt 

5* whl 55. 1 ? ^ *** Principal payments divided by 
^P«team^s, fell to 10.2 per cent from 14.6 per cant Ha 
m ° n ** SUppty W 2 ^ 52.7 per cert tn fecal 
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In Newfoundland, going out to sea is 
still a good way to make a living. 



Off the Canadian Maritimes, beneath waters 
southeast of Newfoundland and Nova Scotia, 
lie-three billion barrels of oil and trillions of cubic feet of 
natural gas. Pictured above is one of the biggest 
things ever towed to sea — the Hibernia oil platform. 

. Heavier than six modem aircraft carriers, it took seven 


years and 7000 people to build, and it’s now at work 
exceeding ail expectations. Mobil is the largest partner 
in a group that will operate Hibernia for at least 20 


years. Environmentally, it may be the most carefully exe- 
cuted oif project ever. Economically, it marks the start 
of a new era for Atlantic Canada. Mobil is active in other 
Maritimes fields, too, whose reserves will boost world 
energy supplies. Without partnership, however, Hibernia 
could not have happened. The Canadian government, 
the people of Newfoundland and our five partners are 
all to be congratulated for their foresight and for a 
job well done. To learn more, visit www.mobil.com. 
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Iraq hails deal with UN to ‘close files’ 


By Roula Ktefaf In Baghdad 

Iraq yesterday welcomed the 
two-month work schedule 
agreed with United Nations 
inspectors to clear up 
remaining disarmament 
issues and pledged to con- 
tinue its cooperation. 

Tariq Aziz, deputy prime 
minister, said :“In a sense it 
is a breakthrough. It is $pe* 
cific in Its nature, very pre- 
cise. . . We have always com* 
plained that Unseam did not 
specify exactly, precisely, 
what are, in their view, the 

few remaining issues before 


dosing all the fites." 

He said the accord, 
reached last weekend with 
Richard Butler, the chief UN 
weapons inspector, was the 
result of international pres- 
sure for a lifting of crippling 
United Nations sanctions. 

Mr Butler said on Monday 
he hoped the deal on a 
speedy work programme 
would allow him to present a 
final report on Iraq's disar- 
mament to the Security 
Council for its October 
review of sanctions and pave 
the way for a lifting of the 
oil embargo. But diplomats 


In Baghdad said yesterday 
this might be unrealistic, 
given the scope of the 
remaining task, especially 
on Iraq's biological weapons 
programme. Iraqi officials 
also cautioned that, given 
Unscam’s past behaviour in 
Iraq, they would wait to see 
whether the work pro- 
gramme produces concrete 
results. Seven years of 
inspections have been 
marred by Unscom accusa- 
tions that Iraq was conceal- 
ing information and Iraqi 
charges that Unscom was 
following a political agenda 


aimed at maintaining sanc- 
tions. Mr Aziz said the 
importance of the agreement 
on the work schedule was 
that it outlined for the first 
time in precise terms the 
remaining concerns of 
Unscom. He said a more 
practical approach was 
agreed to advance on the 
biological weapons file, the 
area where Unscom still 
lacked a coherent picture of 
Iraq's development efforts. 

The agreement was 
reached amid renewed ten- 
sions between the US and 
Iraq. Baghdad has threat- 


ened to stop co-operation 
with the UN all-forfood pro- 
gramme if a draff resolution 
adding conditions to Iraq’s 
bid to buy S300m of oil 
industry spare parts and 
equipment is passed by the 
Security Council. 

The funds are needed to 
meet the expanded oil-for- 
food programme, which now 
allows Iraq to sell &L5bn of 
Oil every six months to buy 
h umanit arian supplies. The 
draft resolution, sponsored 
by Portugal. Sweden and 
Britain.. approves the S300m 
purchase but also seeks to 


make the olWbr-food distri- 
bution plan Iraq has to sub- 
mit before the start of every 
six-month phase ongoing 
rather than renegotiated 
every six months. This 
would speed up implementa- 
tion of the programme but is 
rejected by Iraq because it 
turns oD-for-food into a per- 
manent instead of a tempo- 
rary measure. 

“They want to make oil- 
for-food a substitute for lift- 
ing sanctions." Mr Aziz said 
yesterday. “It is an Ameri- 
can ploy and we will not 
accept to work with it.” 


Nigeria spies escape from rut 


Release of nine political detainees has 
helped transform the mood of the nation 


By Antony Gotafman in Abuja 

The celebrations hardly 
matched those that greeted 
Nigeria’s World Cup victory 
over Spain cm the weekend. 
But the release of nine prom- 
inent political prisoners, 
including General Olusegun 
Obasanjo, the former head of 
state, which was ordered by 
General Adbulsalam Abu- 
bakar the country's new mil- 
itary ruler, on Monday, has 
nevertheless helped trans- 
form the mood of a nation 
hitherto resigned to dictator- 
ship and decay. 

Chief Gani Fawebinmi, an 
outspoken Lagos lawyer and 
persistent critic of military 
rule, welcomed the move. *1 
aw happy and delighted," he 
told The Punch newspaper. 
“It is a great event. Now 
pressure will begin to reduce 
tension and chaos will begin 
to evaporate.” 

In the capital. Abuja, too, 
diplomats and street vendors 
alike saw the release as an 
indication of the new 
regime's willingness to 
extract the nation from the 
political rut into which it 
had descended during the 
five-year reign of General 
Sani Abacha, who died an 
June 8. 

“We didn't seek power,” 
said one close associate of 
Gen Abubakar, "but now 
that we have been given this 
responsibility, we must seize 
the opportunity to put mat- 
ters right That is why we 


will continue to consult with 
the widest range of people to 
see how best to move for- 
ward.” 

Gen Abubakar has come 
under conflicting sets of 
pressure over what to do 
with his predecessor's transi- 
tion programme. It had been 
criticised in the west as no 
more than a parody of 
democracy with the sole pur- 
pose of enthroning Gen Aba- 
cha as constitutional presi- 
dent. Popular enthusiasm 
within Nigeria fra: the pro- 
cess, scheduled for comple- 
tion this October, had also 
been conspicuous by its 
absence. 

Competing groups, claim- 
ing a commitment to democ- 
racy, have argued for and 
against an extensio n of mili- 
tary rule, depending on 
whether or not they enjoy 
influential positions In the 
five registered political par- 
ties. all of which had contro- 
versially adopted Gen Aba- 
cha as their consensus 
candidate for the presidency. 

Of additional concern to 
the new leadership will be 
the persistence of specula- 
tion about alleged tensions 
within the all-military Provi- 
sional Ruling Council over 
the direction in which the 
country should now hp^rf. 

Diplomats believe ambi- 
tious officers could yet pose 
a threat to Gen Abubakar, 
who has still to indicate how 
he intends to fill two senior 
army posts of chief of 



Otunegun Obasanjo: release a step towards reconcfflation Reuters 


defence staff and chief of 
general staff 

This scrambling for con- 
trol and influence reflects 
not merely the complexities 
of ruling Africa's biggest 
nation and debate over what 
form of government might 
deliver sustainable democ- 
racy , it also hints at the 
new wealth soon to flow into 
a country which, already pro- 
duces more than 2m barrels 
of oil a day. New gas pro- 
jects coming on stream next 
year are due to deliver $ibn 
in export revenue and poten- 
tially huge deep water oil 
developments are likely to 
kick in within five years. 

“The stakes are extremely 
high.” cautioned one west- 
ern diplomat, “and tensions 
have by no means disap- 
peared. But at least there 


has been a change, and so 
far it has been for the bet- 
ter.” Collapsing oil prices 
will further contribute to 
Gen Abubakar’s most imme- 
diate problems, with 
Nigeria's export earnings 
more than 90 per cent depen- 
dent on crude sales. 

The release of prisoners 
appears to have strength- 
ened significantly tile head 
of state's position. If the 
national football team can 
maintain the form that saw 
the Super Eagles triumph 
over Spain over the weekend 
and capture the Imagination 
of 100m Nigerians, he may 
find that he has just enough 
breathing space to deal with 
his other pressing problems. 
Antony Goldman is senior 
Africa editor at the Econo- 
mist Intelligence Unit 


ILO in move on 
worker rights 


By Fiances WDfiams is Geneva 

The 174 members of the 
International Labour Organi- 
sation are poised to agree a 
declaration committing -them 
to upholding basic worker 
rights, after allaying the 
fears of some developing 
countries that the declara- 
tion .could be used for protec- 
tionist purposes. 

Core labour standards cov- 
ered by the declaration are: 

• the right to form and join 
trade unions and bargain 
collectively 

• the elimination of all 
forms of forced labour 

• the “effective abolition" of 
child labour 

• the elimination of discrim- 
ination in employment. 

ILO members wifi have to 
report back on compliance 
with the declaration's princi- 
ples. The results will be con- 
tained in an annnal “global 
report" which will stop short 
of pointing the finger at 
countries which violate the 
standards. 

The draft declaration will 
go to this year’s ILO confer- 
ence for formal adoption at 
its final session tomorrow, 
following endorsement by a 
conference committee late 
on Monday. 

Government representa- 
tives from Egypt, Lebanon 
and Pakistan voted against 
the draft bat ILO officials 
said they hoped the declara- 
tion would be adopted by 
consensus. 


Michel Hansenne, the 
ILO's outgoing director-gen- 
eral, has made the proposed 
declaration a centrepiece of 
his second term, arguing 
that the ILO must be seen to 
be taking a stronger stance 
on worker rights amid the 
pressures of globalisation. 

The core labour standards 
are already implied by the 
ILO’s constitution and are 
the subject of ILO conven- 
tions. but not an members 
have ratified them. 

Developing countries suc- 
cessfully fought off a bid by 
the US and other western 
nations to put labour stan- 
dards on the agenda of the 
World Trade Organisation at 
the WTO's 1996 ministerial 
meeting, but they have also 
been wary of any ILO move 
that could justify a link 
between trade and worker 
rights. 

The declaration specifi- 
cally bars labour standards 
as a pretext for protection- 
ism bat a number of develop- 
ing countries. Including 
India and Mexico, argued for 
stronger language. 

The ILO conference, which 
began on June 2, is also 
expected tomorrow to put a 
new convention banning the 
worst forms of child labour 
on its 1999 agenda. 

However, talks on a new 
convention to improve pro- 
tection of contract workers 
ended in failure after con- 
certed opposition from 
employers' groups. 
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TEHRAN CORRUPTION TRIAL _ 


Mayor says superiors 
knew about ‘rewards’ 

The mayor of Tehran, a close alJyi^lw’s^KktaTrt 
Mohammad Khatami, toW o f 

senior figures In the government were vraH aware or neux 

city assam to reward key employees. -aa-mca 

Ghotamhcssein 
before the court on charges of 
wall within his rights when he reworded top awes 

tfmi d that senior leaders, including 

RafeanjlXthe former Sf 

sanctioned such activities and wed mad® 

SSTlStoa. has been 

to other mows against Khatami 

of impeachment proceedings m 

NcJjrterior minister, and newspapers 

sympathetic to the president's reform plans. 

^^mreatens to upset the 

between reformists and traditionalists. Reuters, Tehran 

PALESTINIAN POLITIC? 

Arafat suggests reform talks 

Yasar Arafat, president of the Patestiniafl Authority y«torday 
invited the opposition and Hamas, the 'slarmc r^sfonce 
movement, to talks aimed at forming a new government and 
introducing political reform. 

But Hamas said It had no intention of 
ment as ft was staunchly opposed to the Oslo peace accords. 

The promise of a cabinet reshuffle, scheduled to take place 
next week, foflows a decision by the Palestinian LagaUMw* 
Council, the de facto Palestinian parliament, to withdraw its 
no-confldenca vote in Mr Arafat and his cabinet 
The PLC, dominated by Fatah, the largest political move- 
ment which supports Mr Arafat, has been seeking more trans- 
parency on economic matters, an end to corruption and the 
dismissal of incompetent ministers, it also wants Mr Arafat to 
.sign the Basic Law which would set out the rote and authority 
of the executive oounefl. Nearly a year ago, Mr Arafat prom- 
ised changes after ministers were accused of corruption and 
mismanagement of public funds. But he never carried them 
ouL Judy Dempsey, Jerusalem 


FREE TRADE ZONE 


Syrians agree deal with Saudis 

Syria and Saudi Arabia yesterday agreed to set up a free 
trade zone to facilitate and Improve the flow of goods 
between the two countries. 

A communique Issued at the end of meetings of the joint 
Syrian ■’Saudi Commission said a special committee had been 
formed to work out the necessary lews to regulate activities of 
the proposed zone. The establishment of the free trade zone 
comes under an Arab League agreement to set up a “greater 
Arab free trade zone", the communique said. 

Syria and Saudi Arabia have approved the Arab free trade 
zone agreement which called for gradual reduction of cus- 
toms duties by 10 per cent per year starting from 1998 to 
abolish them totally in 10 years. Economists say the volume 
of trade between the two countries ranges between $2Q0m 
and $300m a year. Reuters, Damascus 
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JAPAN INVESTMENT NEEDED TO HELP_0VERC0ME RECESSION 

Tokyo gives blessing 
to foreign takeovers 


By Peter Mootapaa and 
Mfcfriyo Nakamoto to Tokyo 

Japan's Ministry of 
International Trade and 
Industry has given its 
official blessing to the idea 
of foreign takeovers of 
Japanese companies as a 
means of making the 
economy more productive 
and helping overcome the 
recession. 

"The introduction of 
foreign management 
through mergers and 
acquisitions will add to 
existing management skills 
and help revitalise the 
Japanese economy." it said 
in its annual white paper on 
international trade. 

The report, which also 
urged Japanese companies 
to continue investing in 
Asia, comes as Japan Is 
facing an unprecedented 
barrage of demands from 
China and its other Asian 
neighbours as well as from 
industrial countries that it 
find a way of restoring 
economic growth, stopping 
the slide in the yen and 
preventing Asia from falling 
into a deep slump. 

The sentiments expressed 
In the white paper, which 


would have been 
unthinkable in the heyday of 
Japan's economic strength, 
imply a sensitivity to 
criticism that the country 
has lost its way and failed to 
support weaker economies 
through the crisis. 

They also suggest an 
awareness of the need for 
profound adjustment within 
the Japanese economy itself. 

Openness to foreign direct 
Investment is good for the 
Japanese economy, the 
ministry said, because it will 
stimulate competition 
especially In the non trade 
and service sector companies 
which lack the dynamism of 
their counterparts overseas. 

The white paper noted the 
benefit to the retailing sector 
of large international groups 
- such as Toys R Us, Tower 
Records and The Gap - 
which have entered the 
market since deregulation 
and helped streamline 
Japan’s distribution system. 

In a gesture of support to 
the troubled economies in 
Asia, it also urged Japanese 
companies to continue 
investing In the region to 
help make them more 
competitive on a global 
scale. Though Japanese 


trading houses have suffered 
large losses on their 
investment in countries such 
as Indonesia, the report 
said regional investment 
strategies should be counted 
as an overall success. 

Companies had managed 
to reduce costs, become 
more attuned to 
international markets and 
expanded local market 
shares, it said. 

A survey conducted by the 
ministry showed that no 
Japanese company was 
considering the possibility of 
retreating from the Asian 
market 

While 56 per cent of 
companies with investment 
in Asia bad been, damaged 
by the regional economic 
crisis, 25 per cent claimed to 
have benefited because local 
currency depreciation had 
helped their export 
prospects. Japanese 
companies also needed to 
put more effort into research 
and development in the 
hi-tech, software and 
information technology 
sectors to boost their 
competitive edge, it said. 

Cuba's rata as anchor. Page 13 
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Steel sell-off deadline likely to test Poland’s mettle 


A draft programme submitted to the European Union last week 
envisages the loss of 40,000 jobs, writes Stefan Wagstyl 


P oland last week prom- 
ised the EU it would pri- 
vatise its steel industry 
by 2001. If the tortuous nego- 
tiations of recent months are 
any guide, it will have to 
work hard to meet the dead- 
line. 

Even before Poland 
entered into full-scale Euro- 
pean Union accession talks 
earlier this year, steel had 
long been on the agenda in 
talks between Brussels and 
Warsaw. Arguments over 
trade, which surfaced soon 
after the breach of the Berlin 
wall, were temporarily 
resolved when the EU agreed 
to keep its market open for 
Polish steel in return for 
Warsaw steadily reducing 
duties on imports. 

But last year Poland aban- 
doned its commitment and 
left rates unchanged at 9 per 
cent, instead pf the planned 
6 per cent for 1997 and 3 per 
cent for this year. Warsaw 
argued it needed more time 
for restructuring and raising 
steel's competitiveness, an 
argument reluctantly 
accepted by the EU. Brussels 
insisted, however, that War- 
saw had to deliver a compre- 
hensive restructuring plan 
by the end of this month. 

The draft plan presented 
last week confirmed moves 
to privatise steel by 2001. 


The programme envisages 
the loss of 40.000 Jobs in an 
industry which has already 
seen employment fall from 
140,000 to about 90,000. How- 
ever, production capacity 
will stay unchanged at about 
12m -13m tonnes a year, 
which Poland says can be 
operated profitably given the 
rapid growth of the econ- 
omy. 

The EU has avoided mak- 
ing proposals of its own, 
beyond asking for a “com- 
mercially viable” Polish 
industry. But it is under 
pressure from EU steel pro- 
ducers to win capacity cuts. 

The key to Poland's pro- 
gramme is the planned pri- 
vatisation of the two largest 
mills. Huta Katowice and 
HTS, in Krakow, which 
together account for nearly 
two-thirds of output While 
the mills have held sporadic 
talks with potential inves- 
tors since the early 1990s, 
the government has tried 
this year to accelerate the 
process. 

Emil Wasacz. Treasury 
minister responsible for pri- 
vatisation and a former steel 
executive, wants to see the 
two mills taken over by a 
single foreign Investor - or 
single consortium - so devel- 
opment plans can be co-ordi- 
nated. Alexander Neuber, a 


principal banker at the Euro- 
pean Bank for Reconstruc- 
tion and Development, 
which is a potential investor 
in the two mills, says: “Con- 
solidation seems to be the 
best solution." 

However, managers at the 
two plants are wary about a 
joint plan, for tear of losing 
their authority or their jobs. 
Huta Katowice, which is con- 
cerned it might be the junior 
partner in an alliance, has 
been particularly reluctant 
to co-operate. So ministers 
have moved cautiously, per- 
mitting the two mills to han- 
dle their own negotiations 
with investors. Alter invit- 
ing bids earlier this year 
HTS has whittled down its 
potential suitors to two for- 
eign consortia - one com- 
prising Thyssen Krupp or 
Germany and UK-based Ispat 
International, and the other 
made up of Austria’s Voest 
Alpine and Hoogovens of the 
Netherlands. 

The government's advisers 
say both these consortia are 
also talking to Huta Katow- 
ice. However, Huta Katow- 
ice, in a move to assert Its 
independence from govern- 
ment control, earlier thin 
month announced tt had 
rejected the Thyssen-Ispat 
bid. Miroslaw Wrobel, presi- 
dent, said his two chosen 



s p arttt B y; workers at the Huta Katowice steel plant fear 
privatisation wS meen job losses Ptotr MaJecto 


suitors were Voest Alpine- 
Hoogovens and British SteeL 

Thyssen Krupp and Ispat 
are bidding for both plants, 
as is Voest Alpine. British 
Steel declined to comment 
but the company is known 
to take a cautions view of 
potential investments. 

Huta Katowice and HTS 
want to complete negotia- 
tions by the year end, with a 
view to starting development 
work next year. But bankers 
say this looks ambitious and 
such deadlines have slipped 


before. Both mills are 
ing investors to take cc 
of most of their steel pr 
tion in return for iqje 
funds for new plant 
HTS is looking for i 
Slbn over about five s 
mainly for investmer 
rolling mills and other d 
stream equipment. 
Katowice wants about % 
for a new production 
making steel atrip, to 
alongside existing 
ing beams and other 
products. 


Arianespace suspends launches 


By Michael Stapfakar to Paris 

Arianespace. the world's 
leading commercial space 
organisation, has suspended 
its launch programme for 
four months because of sat- 
ellite production difficulties. 
The problems include a fire 
last month at a satellite test 
facility in France. 

Jean-Marie Luton, Ariane- 
space's c hairman, said the 
French-based organisation 
would resume satellite 
launches from French 
Guiana in August Its last 
launch was in April. 

Arianespace, which is 
owned by 50 European 
organisations and compa- 
nies, plans eight launches by 
fire end of the year, bringing 
the total for 1998 to 12 - the 


same as in 1997. This would 
necessitate Arianespace 
launching eight rockets 
between August and Decem- 
ber. 

The operations planned for 
the rest of the year Include 
the launch in mid-October of 
Arian V, the organisation's 
new rocket. The rocket 
exploded shortly after take- 
off an its test launch in 1996. 
A second test flight in Octo- 
ber last year blasted off suc- 
cessfully, but the test pay- 
load was placed in a lower 
mbit than planned. 

Mr Luton said Ariane- 
space ’s net profit -fell to 
FFr77m <$i3m) last year 
from FFrl35m in 1996. Turn- 
over in 1997 increased to 
FFrfi.Bbn from FFrt.Sbn the 
year before. 


Mr Luton said profits fell 
because many contracts had 
been signed in dollars in the 
mid-1990s, when the US cur- 
rency was weak relative to 
the European currencies 
which make up most of 
Arian espace's costs. 
Increased competition from 
other satellite launchers also 
contributed to the fall in 
profits. 

Mr Luton said he expected 

the financial crisis in Asia to 
have a short-term effect on 
Arianespace' s business but 
added that satellite orders 
from the region would 
recover. 

If Asian countries did not 
order more satellite capacity, 
their communications 
systems would begin to 
break down. “In the long 


term, the need for an 
increase in communication 
links is going to takp place 
anyway. 1 expect the delay 
in business to last one or 
two years but no more than 
that” 

Arianespace continued to 
win more than half the 
world’s satellite launch 
orders last year, Mr Luton 
said. The organisation took 
17 of the 30 launch contracts 
signed in 1997. 

The privately held com- 
pany increased its share cap- 
ital last year from FFr270m 
to FFtiLlbn. Just under half 
the Increase came from the 
capitalisation of reserves, 
with the remainder from an 
issue of new shares to 
Arianespace's shareholders, 
in 12 European countries. 


EU deadline for S Africa pact 


By Hefl Bocktey to Cardiff 

European Union leaders 
yesterday set an autumn 
deadline for agreement on 
creating a wide-ranging free 
trade area with South 
Africa, after more than three 
years of difficult talks. 

The target, set by yester- 
day’s Cardiff summit, fol- 
lowed the failure to reach 
agreement in time for South 
African president Nelson 
Mandela's visit to Cardiff - 
during which it was origi- 
nally hoped a deal would be 
ready for him to sign. 

The failure of last week’s 
19th round of talks between 
the two sides to tie up an 
agreement was a blow for 
the UK, which had made 
concluding a deal one of the 


priorities of its six-month EU 
presidency. 

But officials insisted last 
week that progress bad been 
made at the meeting, with a 
potential breakthrough in 
the form of an improved 
South African offer which 
could allow the EU to 
respond with further conces- 
sions. 

Yesterday's summit con- 
clusions underlined the ElTs 
determination to reach 
agreement within months. 

“The European Union 
should respond positively, in 
good time, for the next nego- 
tiating round, to the flexibil- 
ity shown by South Africa in 
Us recent revised trade 
offer," the communique sa id 

Trade and development 
groups have criticised EU 


states for granting negotia- 
tors from the European Com- 
mission a highly restrictive 
mandate in 1995. Under pres- 
sure from southern Euro- 
pean states, the mandate 
specifically excluded farm 
products, such as citrus fruit 
and wine, accounting for 
nearly half South Africa's 
agricultural exports to the 
EU. 

Pretoria has also accused 
the EU oF failing to live up to 
the political commitments it 
made after South Africa’s 
mixed-race elections in 1994. 

But officials suggest that 
after earlier delays, both 
sides are now keen to get 
agreement, though the sheer 
complexity of the talks is 
slowing progress. 

The EU’s latest offer 


pledges to open up to 95 per 
cent of its markets in 10 
years, but South African offi- 
cials say much of the market 
opening would take place 

L the end of that 
Period. They are looking for 
a more “front-loaded" offer 
including access for -i 
oroader range of farm goods 
Pretoria’s latest offer 
would Open about 85 ner 
«nt of South Africa's mar 
Rets and included increased 
product Go v erage . speedfog 

dismantling 0 f tariffs, and 
on some S? 
^products. The offer « 
conditional on correspond 

ft hnprove, »«tts by the 

Tbe latest South African 

wUI !* swmined by EU 
foreign ministers on June 29. 
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Greenspan attacks antitrust officials 


By Richard Woffle in 
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Alan. Greenspan, chairman 
of the Federal Reserve, 
openly attacked US antitrust 
officials yesterday, question- 
ing their ability to hwms the 
anti-competitive impact of 
the current wave of mega- 
mergers. 

.Mr Greenspan said tt was 
impossible to forecast how 
markets would be shaped 
before mergers took place 
and warned government offi- 
cials against “heavy" regula- 


tion which would “stifle 
innovation and wealth cre- 
ation". 

Without referring directly 
to Microsoft and Id tel - the 
two largest antitrust cas es 
being pursued by the US 
government — Mr Greenspan 
said new technology was 
increasingly reducing 
monopoly power. He praised 
computer entrepreneurs in 
California's Silicon Valley 
for their aggressive competi- 
tion against dominant com- 
panies. 

The Justice Department 


launched its landmark anti- 
trust action against Micro- 
soft, the wand’s largest soft- 
ware company, last month. 
Intel, the world's largest 
chipmaker. faces antitrust 
action from the Federal 
Trade Commission, which 
shares antitrust duties with 
the Justice Department 
Mr Greenspan's sceptical 
comments about antitrust 
action suggest the Federal 
Reserve is likely to back the 
recent wave of banking 
mergers including the 
SlGBbn deal between Citicorp 


and Travelers Group. 

However he admitted 
many mergers in the bank- 
ing sector had Called to 
deliver the promised benefits 
to Shareholders. In a Federal 
Reserve analysis of nine 
bank mergers since 1990, 
only four bad shown 
improved efficiency and 
delivered better products. 
Speaking to senators at a 
hearing on the wave of large 
mergers in banking and tele- 
communications, Mr Green- 
span said: “Forecasting the 
way markets will evolve. 


and the way technology trill 
evolve, is an excruciatingly 
difficult job” and "I would 
Teel very uncomfortable If 
we excluded various types of 
mergers and acquisitions on 
the basis of estimates and 
projections about bow mar- 
kets or technologies will 
evolve." "History is strewn 
with people who made pre- 
dictions that proved to be 
wrong 1 would like to see far 
more firm roots to our judg- 
ments." 

However Robert PitoEsky. 
chairman of the Federal 


Trade Commission rejected 
Mr Greenspan's views as 
impractical and incompati- 
ble with US law. "It would 
be a radical departure Drum 
what Congress told us to 
do," Mr PitoEsky said. “If you 
challenge a merger before ic 
happens, it is not expensive 
to remedy it. After the 
employees have been fired, 
the management have gone 
elsewhere and the factory 
has been sold for junk, put- 
ting the company back in 
business is enormously 
expensive." 


§? ■ Space seen as new frontier 
for Californian aero groups 


jSBOffta.CdgDaia aerospace ft defence employment 




.. . «*e, 

■ *! v 3a?..' 

. !cj£ - 

•‘-it:. . 




'T 


CITS? 


*0 


iais show success in 
fling over credit line 


Christopher Parkes 

ill-prepared to absorb 

C ommercial aircraft mar- 
kets have recovered, 
defence spending has 
stabilised, and the worst 
may be over For the US aero- 
space industry. 

But there are fresh shnrk«i 
ahead for southern Calif- 
ornia - and the former man- 
ufacturing hub, which has 
lost more than half its air- 
craft and military jobs, is 01- 
prepared to absorb them. 

Its challenge is to replace 
the estimated IOOjOOO highly 
paid jobs - representing 
mare than half the remain- 
ing' workforce - still at risk 
as government contracts for 
heavy bombers and trans- 
port aircraft expire and as 
rocket building moves away. 

The answer, according to a 
report from A.T. Kearney, 
management consultants, is 
to divert funds and political 
attention to high-technology, 
high added -value sectors 
such as commercial space, 
where companies such as 
. Hughes Electronics and 
DirecTV satellite -television 
service have already built a 
firm foothold. . . 

The state is not short of 
. development projects to fos- 
ter aerospace Investment, 
according to the report - 
Beyond Consolidation - 
released yesterday on behalf 
of Los Angeles technology 
and economic development 
authorities. But they fall 


on a report warning the state that it is 
fresh shocks from industrial change 


short of their objectives 
because too many are 
directed at the industry as a 
whole. 

“The undesired side-effect 
is that a substantial propor- 
tion of the resources is spent 
to develop or maintain seg- 
ments that represent little or 
no future potential for Calif- 
ornia,” the study says. 

As a joint venture between 
the private and public sec- 
tor, the study treads care- 
fully on the apportionment 
of blame for this mismatch 
of resources and objectives. 
However, , the authors seem 
ghnrfreri that California still 
does not have a top-level 
industry/government part- 
nership - such as those 
flourishing in Oregon. Vir- 
ginia and Washington - to 
set the state's priorities for 
nrx> of its leading industries. 

They also hint at further, 
damaging neglect of an 
industry which contributed 
a third of gross state product 
in the early 2960s, as they 
point out that aerospace and 
defence were excluded from 
a 2996 official list of indus- 
tries considered key to Calif- 
ornia’s economic future, and 
which started with film, 
multimedia and' biotechnol- 
ogy! • 

Yet with an annual payroll 
of $8.5bn. aerospace still 
comes a close second to . 
entertainment in terms of its 


importance to the economy, 
while biotechnology, for 
example, lags somewhere 
behind textiles and furni- 
ture-making. 

The report also points out 
that while regional aero- 
space empl oyment has fallen 
55 per cent from its peak in 
the early 1960s, about 74JJ00 
Of the 236,000 jobs which 
have gone in the past decade 
have not been “lost” bat 
been moved to other states. 

Some argue that this Is a 
result of the elimination of 
California’s disproportionate 
benefit from the military 
Bnfld-up tinder President 
Ronald Reagan (a former 
state governor), but, the 
report says, “the fact is, Cal- 
ifornia to maintain the 
leadership role captured in 
the past”. 

Part of the blame lies with 
the industry’s traditional 
high costs and regulatory 
entanglements. 

But the state is also suffer- 
ing in the aftermath of con- 
solidation as mergers and 
other s tra t egic changes lead 
to the removal of c or p o rate 
headquarters. 

.Apart from the immediate 

impar t nf eliminating u dinm- 

istrative and support jobs, 
such moves push California 
and its economic and social 
needs from the forefront of 
the minds of decision- 
making' executives. 
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As a result, the welfare of 
Seattle is more likely to pre- 
occupy Boeing's manage- 
ment than the Long Beach- 
based remnants of its latest 
purchase, McDonnell Doug- 
las. 

r The report, based largely 
on interviews with senior 
manag ers, also reveals that 
although the wave of merg- 
ers In the industry is largely 
comple te, the process of con- 
solidation, integration and 
plant closures is far from 
over. 

However, the mood bright- 
ens when the survey, sample 


was questioned on sectors 
best equipped to expand. 
Commercial spare applica- 
tions are seen as having the 
potential to grow at least 10 
per cent a year for the fore- 
seeable future - an opinion 
supported by the presence in 
the state of four projects to 
develop reusable launch 
vehicles. 

Even allowing for the con- 
tinued oosion in traditional 
sectors, the study concludes 
that the evolution of this 
new market, which accounts 
for only 13 per -cent of 
today’s aerospace jobs, could 


almost double today's indus- 
try-wide workforce over the 
next two decades. 

Commercial space, it says, 
is the state industry's "best 
hope". But nothing is guar- 
anteed. 

In a business where viabil- 
ity is increasingly equated 
with affordability, more gov- 
ernment participation than 
has been evident so ter will 
be needed to “offset the neg- 
ative effects of the economic, 
regulatory and political 
issues that have long chal- 
lenged Californian manufac- 
turers". 


NEWS DIGEST 

US CONSUMER PRICES 

Energy and food spark 
biggest rise in 17 months 

US consumer prices edged up 3 per cent in May, the biggest 
rise in 17 months, fuelled by rising energy, food and tobacco 
poces, the Labour department announced yestorday. Tho nso 
was slightly above market expectations, but analysts said 
most of the nses were m traditionally volatile sectors and sad 
there was little indication the figures would prompt foe Fed- 
eral Reserve to raise interest rates. 

Excluding foe energy and food sectors, the nse m foe 
“cote" inflation rate was just 02 per cent. Separately, foe 
commerce department said construction starts tor new homes 
dropped 0.7 per cent in May. the third straight monthly fait, to 
a seasonally adjusted annual rate of 1.53m. At the same time, 
the Federal Reserve announced that industrial production 
grew by 0.5 per cent on the month, up from a revised 0.3 per 
cent increase in April. Economists said both figures underlined 
that economic growth was continuing on a long- term, sustain- 
able trend. 

The rise m the consumer pnee index means inflation for the 
first five months of 1998 is now running at an annualised rate 
of 1.5 per cent, slightly below the 1 .7 per cent inflation rale 
recorded for all of 1997. Mark Suzman, Washington 

PERU AND ECUADOR 


nds 


5 


Critical stage for border talks 

Negotiations towards a lasting peace accord between Peru 
and Ecuador reached a critical stage as meetings between 
the foreign mimstpis ol both countries went into a second day 
in Washington yesterday. 

Eduardo Ferrero of Peru and Ecuador's Jose Ayaia are 
negotiating foe final demarcation of tho disputed border and 
navigation rights tor Ecuador m Peruvian Amazon waters. 

Commissions from both countries have been meeting for 
months to resolve pending problems. Increasingly, however, 
there are signals from the US. Brazil, Chile and Argentina - 
the so-called guarantor countries of the framework 1942 Rio 
de Janeiro Protocol which ended a previous dispute - that 
time is ninning out. Before the Washington meetings Mr Fer- 
rero warned that, "if theie is no accord <n foe next few weeks, 
the process tuns the risk ot decelerating, and could bo 
derailed". Sally Bowen, Lima 


GENERAL MOTORS STRIKE 

Talks resume with union 

General Motors, foe largest carmaker in the US. and the 
United Auto Workers union yesterday resumed negotiations 
aimed at settling foe two strikes in Flint. Michigan, which have 
crippled the company’s operations. There was a brief break- 
down in the talks when the union took exception to a GM 
representative’s comment that sinking workers support for the 
stoppages could fade as they tried to live off SI SO- 3- week 
strike pay. The impact of the strikes - which are about pro- 
ductivity issues on GM's side, and the union's concern over 
job tosses and workplace standards on the other - continued 
to spread. 

About 70.800 employees in GM's North American assembly 
operations and its Delphi car parts arm have now been sent 
home, with the company's Shreveport, Louisiana, assembly 
plant being the 17th, and latest, facility to see its operations 
closed or severely disrupted. Nikki Tait, Chicago 
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Swaps futures riddle 
ricochets round 
room on Capitol Hill 
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; >3 & A question which has 
J now be demanding a 

A re swaps futures con- . 
tracts? This seemingly 
esoteric question rico- 
cheted round a tearing room 
on Capitol Hfll last week, 
apparently causing listening 
congressmen, who realised 
they might be called an to 
settle the issue, some consid- 
erable concern: 

“Chimpanzees do not write 
books," commented one, 
urging the group of senior 
ftnanri * l services regulators 
arrayed in front of him to 
use their greater expertise to 
settle the matter among 
themselves. 

Yet the question, which 
has been dodged for years in 
the US. may be .tough to 
escape, lying as it does at 
the heart of a bust-up 
between the various regula- 
tory agencies that oversee 
the nation's financial sector. 

Such is the pace of change 
in the financial services 
industry that important 
related issues, such as the 
desire of the London Clear- 
ing House to offer US partici- 
pants a centralised “swaps 
clearing system.", will have 
to be addressed soon. 

On the one side stands the 
Commodity Futures Trading 
Commission (CFTC), which 
regulates the futures indus- 
try and its exchange. On the 
other is the formidable com- 
bined might of the Federal 
Reserve Bank, the US Trea- 
sury. and the Securities and 
Exchange Commission, 
responsible for. overseeing . 
securities Pr |Tts and markets. 
At issue is a large and fast- 

growing “over-the-counter” 
(OTO derivatives industry, 
where the notional value of 
contracts outstanding was 
last put at J27.000bn, and the 
underlying value at about 
gggObn. These OTC deriva- 
tives, sometimes termed 
swaps, are private, 
one-toone contracts. usually 
transacted between sophisti- 
cated players, such as invest- 
ment hanks Qr big corpora- 
tions. 

Unlike futures, they do not 
pass through a forma 
exchange market, but stm 
serve much the same frac- 
tion. allowing parties to off- 


been dodged.fof years in the US may 
pepper answer, writes Nikki Tall 


-set interest rate or currency 
risks, for example. 

to 1993, because players in 
this area were thought capa- 
ble of looki ng af ter them- 
selves. the CFTC largely 
exempted swaps from its 
oversight but without unam- 
biguously: establishing 
whether it had any regula- 
tory role. 

Turf wars began to brew 
shortly before Christinas, 
when the SEC proposed 
allowing US securities firms 
to set np new, HgbtJy regu- 
lated affiliates through 
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Such is the pace 
of change that 
important related 
issues will have to 
be addressed as 
soon as possible 

which they could transact 
OTC derivatives business. 

The aim was to give such 
firms a better means of com- 
peting with banks and off- 
shore swaps dealers. But the 
CFTC viewed this as a pre- 
liminary incursion by the 

SBC into its implicit terri- 
tory and objected. 

A few months later, Brodk- 
sley Bom, CFTC head, 
countered with a “concept 
release", essentially a 
request for comments, on 
the whole nature of the 
swaps market and how it 
should be regulated. Strenu- 
ous objections from the 
other regulatory agencies 
prior to its release failed to 
dissuade her. 

document raised 


and the Federal Reserve 
stepped up the tempo, ask- 
ing Congress to pass imme- 
diate legislation halting the 
CFTC review, restricting its 
scope for action and passing 
the review to the President’s 
Working Group on Financial 
Markets, a multi- agency 
panel where the CFTC would 
be outnumbered. 

That legislation ring now 
been attached to a Senate 
Appropriations Bill, giving 
legislators a means of voting 
on the issue if all else fails. 

There matters stand. But 
already, the swaps industry 
has raised an outcry, sug- 
gesting the very presence of 
the CFTC inquiry has put 
US-based business to jeop- 
ardy and raised the possibil- 
ity that anyone wishing to 
renege on a contract could 
try a legal challenge based 
on current lack of clarity. 

“This uncertainty threat- 
ens the stability of the finan- 
cial markets arid the compet- 
itive position of the US as a 
fi nancial centre," the Inter- 
national. Derivatives and 
Swaps Association 0DSA) 
said last week. 

A senior Treasury official 
concurred, claiming anec- 
dotal evidence existed for 
lawyers advising securities 
firms to book swaps deals in 
overseas jurisdictions, posh- 
ing US business to other cen- 
tres, such as London. 

The Federal Reserve has 
expressed a slightly different 
concern. If swaps were 
deemed subject to the same 
Commodity Exchange Act 
which governs futures, exist- 
ing OTC contracts could be 
illegal because they were not 
exchange-traded. It has 
argued. 

“The reason the Board has 
been keenly interested in 
these issues is because of the 


cant shod; to the financial 
system as a whole.". 

Una, says Ms Bam, is a 
big over-reaction. The con- 
cept release was a discussion 
document only, prompted by 
the explosive growth in the 
OTC industry. It made quite 
clear that any regulatory 
changes which might result 
would be prospective only, 
and stated explicitly that the 
status of existing contracts 
would not change. Other 
international regulators had 
welcomed the study. 

The CFTC has shown no 
sign of backing down. And 
congressmen last week 
urged the agencies to resolve 
the matter among them- 
selves. 

Meanwhile a spate of 
issues that cross the bound- 
aries between the futures 
and OTC derivatives mar- 
kets are likely to surface 
soon. 

The desire by the London 
Clearing House (LCH) to 
offer a centralised "swaps 
clearing system" to US par- 


At issue is the . 
large ‘over the 
counter* industry 
in derivatives, 
sometimes 
called swaps 


The _ 

about 75 questions, ana ----- 

made dear where the agency potential «mseqnenci*4f 
saw jurisdiction lying What significant volume s of OT C 
Sepe can the commission *«****— 

take to promote greater legal 
certainty in the swaps war- 
feet, asked one? Should the 
commission establish report- 
ing- requirements for partici- 
pants to the OTC derivatives 
markets, asked another. 

The SEC, the US Treasury 


derivatives were determined 
to be illegal and unenforce- 
able. 

"to those circumstances, 
toe potential losses canid be 
so large as to pose a threat 
to the financial condition of 
the counter-parties .them- 
selves and provide a slgnifi- 


ticipants is one example. 
According to the IDSA, 
views among its membership 
on the plan range from out- 
right support, through possi- 
ble interest, to opposition - 
the main benefit resting in 
the ability of swaps partici- 
pants to free up capital. 

But could the CFTC 
approve it? Since the agency 
has been able to exempt 
swaps from oversight, it 
might, perhaps, be able to 
exempt a clearing system. 
The LCH would stxQ be ade- 
quately regulated by the UK 
authorities. — - 

But if a US entity wanted 
to offer a rival system, the 
position could be more 
tricky, though lawyers for 
the LCH suggest that any 
other clearing organisation 
could make a similar peti- 
tion and it could still be 
overseen even ' if part of its 
activities wore exempt . 

1 triink you can make the 
case that clearing of swaps 
doesn’t make the product a 
future," says Richard Grove, 
iDSA’s chief executive. 
Maybe, but others will argue 
it blurs the distinction. 
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FINANCE PROGRAMMES 



Evening Investments 
Lifelong Returns 


MASTERS IN FINANCE 


London Business School’s part-time Masters in Finance is a 
specialist programme designed for people pursuing a successful career 
in finance. It can be completed in two years of pan-time (mainly 
evening) attendance at the School or in nine months of full-time study. 

The Masters in Finance is rigorous, practical and career-oriented, 
and is taught by die School’s intemanonally-renowned finance faculty. 
It provides participants with an in-depth knowledge of finance and 
tmhgnres their managerial effectiveness in tins field. To find out more, 
come to one of our information sessions; 

MASTERS IN FINANCE INFORMATION SESSIONS 
Londoo Bustoess School, Sussex Place, London NW1 

Tuesday 30 Jane at fiiSpa. T hu r sda y 23 July at ILlbptt. 
Ifcmday 20 taftttst at 6J£pm. 


FINANCE EVENING PROGRAMMES 


London Business School's finance evening programmes attract a wide range of experienced managers 
and finance professionals from industry and the City. They require attendance on one evening a week for 
30 weds from Occober-Jime. 

Corporat e Finance Evening Programme covers financial analysis, corporate finance, valuation, 
financing and capital markets and has a strong emphasis on derision-making. 

Investm ent Management Evening P rog r a m me covers equity and bond portfolio and dynamic 
investment strategies, and is designed for professionals involved in portfolio and fund management 

For fcrflMr MbnutfaN about aB our feaoca pngmoma contact; TIM Rnmcm firognanm Mtamatian OMca, London Bahw School 
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Bank chief says he may 
have made mistake on rates 
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By Rchard Adams, Uam 
KalBgao and Robert Chafe 


Eddie George, governor of 
the Bank of England, the UK 
central bank, said yesterday 
that he "may have made a 
mistake” In delaying his sup- 
port for higher Interest 
rates, as new figures showed 
Inflation hitting its highest 
level for six years. 

Mr George said May's fig- 
ures - which showed head- 
line inflation at an annual 
rate of 42 per cent - were 
part of an upward "blip”, 
likely to last another two to 
three months. 

The surge in infra firm took 
the financial markets by sur- 


prise. They had expected the 
retail price index's rate of 
growth to slow after growing 
by 4 per cent in April. 

City dealers sold off Inter- 
est rate future contracts, 
implying a shift in expect- 
ations towards higher Inter- 
est rates later this year. Ster- 
ling also gained two cents 
against the US dollar and 
reached its highest level 
against the D-Mark for six 
weeks. 

The underlying rate of 
Inflation, which excludes 
mortgage interest payments, 
also increased by 02 points 
to 32 per cent. Mr George 
said the rise in the underly- 
ing rate was “clearly not 


comfortable” with the 
government's target rate of 
2S per cent 

The government's Office 
for National Statistics said 
the increase in the RPI was 
largely fuelled by higher 
prices for fresh vegetables 
and fruit, caused by the 
floods in April hurting sea- 
sonal food crops. Figures 
published at the same time 
showed a further improve- 
ment In the public sector 
finances through higher 
income aikl corporation tax 
revenues. 

The Treasury said it expec- 
ted May's rise in inflation 
would prove to be tempo- 
rary. “But this forecast win 


only be met if we see the 
wage responsibility that the 
chancellor [chief finance 
minister] and the Bank of 
England have been calling 
for,” it said. 

In February and March 
this year Mr George twice 
used bis casting vote on the 
Bank’s monetary policy com- 
mittee against raising; inter- 
est rates. But yesterday be 
repeated his warning that 
increased private sector 
earnings were “a clear warn- 
ing” that the economy Is 
close to overheating. 

Markets are awaiting 
today's figures on average 
earnings figures and unem- 
ployment. Figures in May 
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showing average earning s Several members of the fallen below the "natural" 
increasing at an annual rate monetary policy commi ttee rate consistent with stable 
of 42 per cent were behind told parliament's Treasury inflation. This implies the 
the MPCs decision to raise select committee that unem- jobless total will hav e to ri se 
rates earlier this month. ployment had probably to hit the Inflation target. 


will 


By Robert Pestoo, 
PofiGcal Editor, in Cardiff 


The introduction of a £3.20 
($5.20) minimum wage for 
young people, as proposed 
by the Low Pay Commission, 
would cost tens of thousands 
of jobs, the Treasury has 
warned Tony Blair, the 
prime minister. 


It is understood that he 
has been persuaded to back 
a phased introduction of this 
rate, over 15 months, in spite 
of concerns raised by Mar- 
garet Beckett, the chief trade 
and industry minister. 

Backed by trade unions, 
she wanted the commission's 
recommendations - that 
there should be a basic 


hourly iwtnlwinm of £3.60 for 
most employees and £320 for 
IB to 20 year olds - to be 
implemented at a stroke. 

Gordon Brown, the chan- 
cellor of the exchequer, is 
understood to have secured 
a second important modifica- 
tion of the commission's pro- 
posals by faciofiing 21 year 
olds in the group receiving 


the lower rate. He fought for 
these changes because of his 
fears about younger people's 
job prospects. 

If the commission's recom- 
mendations were imple- 
mented unamended, the pro- 
portionate increase In the 
wage bill for i8-to-20-year- 
olds would be six times that 
for the rest of the working 


population, he argued. 

The commission has, how- 
ever, endeavoured to protect 
Mr Brown's welfare- to-work 
programme of job creation 
by saying that anyone under 
26 on this programme should 
receive a “development” rate 
Of £320. 

An announcement of the 
two-tier and phased 


approach, with 18-10-21 -year- 
olds receiving £8 Initially, 
could be made this week, 
even tho ugh the prime min- 
ister may not be in tbe coun- 
try aw! there is no cabinet 
scheduled for Thursday. 

"The prime minister does 
not need to be here,” said a 
senior official. This may sur- 
prise some ministers, since 


the minimum wage is one of 
tbe government's most con- 
tentious policies. 

According to Treasury 
research, £8,20 an hour 
would represent an average 
pay rise of 30 per cent for 
X8-to-20-year-olds and 50,000 
people in this age group 
would enjoy a 50 per cent 
increase. 


The financial services 
industry will move a step 
closer to selling savings and 
Investments over the inter- 
net today when the UK gov- 
ernment unveils the first 
borne trial of "digital signa- 
tures" carried on smart- 
cards. 

The government and Bar- 
clays bank have linked to 
allow the self-employed to 
file certain tax returns bum 
home using the internet, 
identifying themselves using 
software - the so-called digi- 
tal signature - carried on a 

smartcard. 

flank accounts and Invest- 
ment accounts such as per- 
sonal equity portfolios can- 
not yet be opened via the 
internet as digital signatures 
are not acceptable identifica- 
tion because of money laun- 
dering and tax laws. 

Barclays expects to see 
commercial applications 
within a year. The cards are 
scanned by a device attached 
to a home computer to pro- 
vide secure identification 
over the internet and confir- 
mation of name and address. 
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Ministers I Stance 


announce on euro 


changes in pleases 
trading Japanese 
legislation groups 


By David Wighton, 
PaiBcal Correspondent 


By James Buxton 


The government yesterday 
announced amendments to 
the competition bill which 
the opposition Conservatives 
claimed were “significant 
concessions” to business 
concerns. 

John Redwood, Conserva- 
tive industry spokesman, 
welcomed the changes but 
said it was “extraordinary" 
that the government should 
be introducing such “funda- 
mental changes” more than 
six months after the bill was 
introduced into the House of 
Lords. Government moves 
include overturning a Lards 
amendment that would 
maintain price-fixing of over- 
the-counter medicines. 

Other gove rnmen t amend- 
ments to the hill include 
requiring the director-gen- 
eral of fair trading to main- 
tain the existing register of 
trade agreements under the 
Restrictive Trade Practices 
Act that the new legislation 
supersedes. 

Mr Redwood said that by 
retaining more of the exist- 
ing legislation, the govern- 
ment was under mining its 
ambition or aligning UK law 
with European Union regula- 
tions. "We told tbe govern- 
ment you could not have a 
British competition law 
based entirely on European 
treaty rules,” he said. “They 
told us we were wrong. 
Their bill has created a huge 
muddle. Now they have 
tabled a lot of the existing 
British system as wall as the 
European based proposals.” 

One amendment Is 
designed to ease the transi- 
tion between the existing 
regulations and the obw leg- 
islation. 

The trade and industry 
department saLd the move 
would “significantly reduce 
tbe burden on business". 

In tbe scrutiny of the bin | 
yesterday, the government 
made a further concession 
over the powers of investiga- 
tion it gives to the competi- 
tion authorities. 

Following widespread con- 
cerns about giving them 
powers to search domestic 
premises, Nigel Griffiths, the 
minister for competition and 
consumer affaire, said homes 
would only be entered if 
they were being used for 
business. 

Mr Redwood said: “As the 
bill stands, a home computer 
could have been snatched 
away, with no warning; from 
a secretary's child whilst 
they were doing their home- 
work.” 

The government's amend- 
ments overturn a defeat In 
the Lords over the resale 
price maintenance of over- 
the-counter medicines. The 
Lords amendment would 
have blocked a current chal- 
lenge to the agreement in 
the restrictive practices 
court and prevented a fur* 
ther investigation by the 
competition authorities until 
2004. Under the government 
proposal, that action would 
continue hut if tbe agree- 
ment was upheld there could 
be no further challenge for 
five years. 


Japanese companies in 
Britain are comfbrtable-with 
the government’s policy on 
the European single cur- 
rency and believe the UK to 
be a good place to invest, 
according to the Japanese 
ambassador to the UK. 

Sadayukl Hayashi said be 
had not heard of a Japanese 
company Investing outside 
the UK because of the gov- 
ernment's position an Euro- 
pean economic and mone- 
tary union. “They see the 
government's policy as wise 
and pragmatic, waiting to 
see if the new system works 
and having a referen dum in 
the next parliament,” he 
said. 

Companies would be more 
concerned If the government 
had declared it would never 
join Emu, Mr Haysahi said 
in an interview with the 
Financial Times. But they 
realised that lack at conver- 
gence between the UK’s eco- 
nomic cycle and that of 
other European Union states 
made membership impracti- 
cal at present 
Mr Hayashi said on a visit 
to Scotland that Japanese 
companies were more wor- 
ried about the high level of 
sterling because they 
exported heavily to conti- 
nental Europe. But he did 
not think the high pound 
was a permanent feature. 

The ambassador expected 
to see more Japanese Inward 
Investment Last week saw 
the announcement of the 
Honda car plant expansion 
in south-west England and 
the decision by Packard Bell 
NEC, the US-Japanese 
group, to make personal 
computers at Livingston In 
southeast Scotland, with a 
£26m <S42m) Investment 
The recent decision by 
Mitsubishi Electric to close , 
its television plant at nearby 
Haddington was because it 
was losing money with obso- 
lescent technology, he said. 
Though Toyota had decided 
to build its new European 
model in France to be closer 
I to its intended market, It 
would build the engines at a 
£200m plant in north-west 

En gland . 

The UK has about 40 per 
cent of all Japanese direct 
investment In Europe. Mr 
Hayashi said the most 
Important reasons for 
choosing the UK were the 
welcome Japanese groups 
received from national and 
local government, and the 
English language. The infra- 
structure and flexible labour 
market were also important 
The foil in the yen would 
not encourage companies to 
invest in Japan rather than 
the UK because the Japanese 
economy was doing badly 
and Japan had lost markets 
in east Asia because of Its 
economic crisis, he added. 

Mr Hayashi, a former vice- 
foreign minister of Japan 
who has been In the UK for 
about six months, said he 
did not think the setting up 
next year of the Scottish 
parliament would make any 
difference to Japanese 
investment north of the 
border. 





A farm, would never become a reality 

for this family without the irrigation system ; 


the irrigation system would never become a reality 
without electricity; 


electricity might never become a reality 
if not for the engineers of ABB. 


Visit the ABB Warid Wide Web site at http://www.abb.oom 
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Bank partners may 
get $ 820 m tax break 
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The 34 Goldman Sachs 
partners in the UK could 
enjoy a E500m ($820m) tax 
break on their shares th anks 
to controversial reforms 
introduced by Gordon 
Brown, the chancellor of the 
exchequer, in the national 
Budget. 

The investment bank has 
1 Just announced plans for a 
public offering. The benefi- 
ciaries of the capital g»in« 
tax changes would include 
Gavyn Davies, chief econo 
mist, who is a close adviser 
to Mr Brown. 

The potential tax windfall, 
which accountants say could 
be worth £l6m per partner, 
will increase pressure wi thin 
government to change its 
plans. **We haven't got it 
right and this just shows 
why,” said one government 
member. 

The reforms were designed 
to "encourage long-term 
investment and entrepre- 
neurship". But small busi- 
ness organisations have 
been angered because Mr 
Brown is also scrapping 


retirement relief, which 
allows owner-managers to 
sen small companies free of 
tax. 

T he Liberal Democrats, 
the UK’s third largest politi- 
cal party, last night called 
on Mr Brown to withdraw 
the plans until the 
potential costs could be con- 
sidered. 

Malcolm Bruce, the Lib- 
eral Democrat Treasury 
spokesman, said: “The capi- 
tal gains tax proposals have 
been widely condemned as 
half-baked, and the govern- 
ment should have the cour- 
age to withdraw them and 
go back to the drawing 
board." 

The reforms include the 
ending of indexation, which 
excludes the effect of infla- 
tion from the calculation of 
capital gains. Instead, there 
would be a tapered rate of 
tax, reducing from 40 per 
cent to 24 per cent over 10 
years. 

The big winners would be 
those who have made huge 
gains on grnnti initial invest- 
ments. such as the partners 
of Goldman Sachs. 

Maurice Fitzpatrick, tax 


partner at Chantrey Vella- 
cott, the accountant, esti- 
mates that If each UK part- 
ner got shares worth £G0m at 
negligible cost and sold them 
far £ioom after 10 years they 
would pay £16m less tax 
under the reftmns. 

"“Tha new CGT rales penal- 
ise small businessmen and 
give potentially huge tax 
savings to highly successful 
entrepreneurs," he said. 

Mr Fitzpatrick said 
annthwr potential beneficiary 
would be Geoffrey Robinson, 
the paymaster general (a 
Treasury minister), who was 
a strong supporter of the 
reforms against the advice of 
Treasury officials. Mr Robin- 
son has a E30m stake in 
Transtec, the engineering 
company he founded, and Mr 
Fitzpatrick estimates he 
could save £2m in capital 
gains tax if be sold in 10 
years. 

When the reforms were 
announced in the Budget, 
the tax authorities estimated 
the changes would cost the 
exchequer £25m next year 
but yield £25m in 2000-OL 

Goldman Sachs, Page IS 
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electric current begins flowing into the coastal region 
* ?f northern Peru, some of the local people may think it’s nothing short of a miracle. 
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Scots press case 
on land ownership 


The prospect of the 
Scottish parliament 
adds impetus to an 
emotional debate, 
says James Buxton 

W hen a party of week- 
end visitors - which 

included Chris Smith, 
the chief culture minister - 
recently stayed on the Knoy- 
dart estate in the Scottish 
Highlands, things kept going 
wrong. The electricity gener- 
ator mysteriously broke 
down, the water supply was 
cut off and old cars were 
abandoned to block the 
driveway to the lodge. 

Mr Smith and his friends 
had fallen victim to a protest 
by the residents of the 
estate. They were venting 
their anger against the land- 
lord. an English business- 
men who acquired the prop- 
erty last year by outbidding 
a consortium of local resi- 
dents who had outside finan- 
cial backing. 

Thetr discontent is the lat- 
est example of dissatisfac- 
tion in Scotland with a sys- 
tem of land ownership that 
enables estates to change 
hands without reference to 
tenants and residents. 

It has been argued on the 
letters pages of Scottish 
newspapers that land should 
be owned only by people of 
Scottish descent and that 
landowners should be 
required to live on their 
estates rather than simply 
visiting them for the grouse 
season. A few correspon- 
dents are demanding the 
break-up and redistribution 
of the big estates. Some call 
for an extension of commu- 
nity ownership similar to 
last year's community pur- 
chase. with heavy outside 
support, of the Hebridean 
island of Eigg. 

The debate is gathering 
pace because of the arrival 
next year of the Scottish par- 
liament, which should have 
more time to consider land- 
owning problems north of 
the border than Westmin- 
ster. Lord Sew el, the Scot- 
tish environment minister, 
is chairing a policy group 
that will “deliver a compre- 
hensive agenda” for early 
action on land reform by the 
Edinburgh parliament 
The possession of vast 


mans of territory by aristo- 
crats, English people and 
wealthy foreigners - about 
SOO owners account for 50 
per cent of Scotland's land 
area - has long stirred emo- 
tions. But landowners argue 

that many big estates con- 
sist of moorland, or little 
value, and that very big 
areas are needed for a viable 
deer forest or grouse moor. 
The number of bad landown- 
ers is acknowledged by both 
sides to be small and unrest 
- like that at Knoydarl - is 
rare. 

But some of those pressing 
for reform aee the Issue as 
more than a matter of land 
management. John Bryden. 
an Aberdeen university pro- 
fessor on Lord Sew el’s panel 
said In a 1096 lecture that 
the combination of extreme 
inequality in ownership and 
the rise in land values "mas- 
sively compounds inequali- 
ties of income and wealth 
over time”. He called for a 
tax on land values. 

But those pressing for rad- 
ical change may be disap- 
pointed. Lord Sewel says 
land reform is overdue and 
is needed on grounds of fair- 
ness, but in a consultation 
paper he supports the view - 
that of the Scottish Land- 
owners Federation - that the 
way land is managed is more 
important than who owns It. 

Restrictions, based on 
nationality, on who could 
own land would probably be 
against the European Con- 
vention on Human Rights, 
says Lord Sewel He is pri- 
marily concerned to remove 
obstacles to economic devel- 
opment caused by the land- 
ownership system. 

T he Scottish National 
party proposes setting 
up local land councils 
which could intervene In the 
running of estates. But 
despite the rhetoric heard 
over the years at SNP con- 
ferences, official policy does 
not include a land tax or 
confiscating estates Cram 
absentee or irresponsible 
owners. 

Andrew Dingwall-Fardyce, 
a fanner who chairs the 
SLF. says It Is preparing a 
voluntary code far landown- 
ers that he hopes will obvi- 
ate the need for legislation 
“driven by the behaviour of 
one or two bad eggs”. 


NEWS DIGEST 
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Business still frustrated 
despite scheme shake-up 

Business remains frustrated wrth the private finance initiative 
more than a year after the blooming government revamped It, 
Charles Cox, chairman of a Confederation of British Industry 
committee, warned yesterday. The PF1 was set up by the for- 
mer Conservative government with the aim of attracting pri- 
vate cash Into public sector projects. The CBI Is the biggest 
employers' lobby. 

The greater optimism generated by the government's review 
of PF1 immeefiatety after Labour took office has been borne 
out to some extent Mr Cox told PFI98. a London conference 
on the initiative. Guidance has Improved, the new Treasury 
taskforce Is gaining expertise and Is seen by the Industry es a 
solid support 

But business frustration continues, and a range of compa- . 
nlas. from construction to banking and finance, are withdraw- 
ing from the Initiative, he warned. "New business is not com- 
ing through at sufficient speed or In sufficient quantity,' he 
said. He hoped this was due to the hiatus caused by the gov- 
ernment's comprehensive spending review and that new pro- 
jects would flow rapidly once It was completed. "We expect 
spending ministers to make sure their departments make best 
use of the private sector," Nicholas Timmins, London 
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Perhaps they won’t be far wrong. 

The Peruvian Energy Commission had been trying to bring power 
to this remote region for a long time. And they knew all too well the myriad problems 
inherent in a project of this magnitude. 

Fortunately, the local firm heading the project, ‘Aguaytia Energia del Peru SKI’, 
found a company that could help provide an ingenious solution 
to this energy challenge: ABB. 

It’s a solution that will utilize natural gas located east of the Andes. 

The gas will be pumped from the fields, processed, then piped to a 155 megawatt power plant. 
Electricity from the plant will then be sent via a 400 kilometre power 
transmission line across the Andes to the coast, thereby supplying the area with the 
much needed energy from Peruvian resources. 

It’s the kind of solution only a team of dedicated individuals 
with multicultural perspectives, multi-disciplinary expertise and global 
and local orientation working together could create. 

And, if for one particular group of Peruvian farmers, 

ABB’s ingenious engineering qualifies as a miracle', that’s OK with us. 



ROYAL AUTOMOBILE CLUB 

Members begin action today 

Disgruntled Royal Automobile Club members excluded from 
the £33,000-£35,000 (S54.000-S57.400) payout resulting from 
the sale of the motoring services arm plan to begin legal 
action today. More than 220 overseas members and 100 for- 
mer members have formed associations that wiD today issue 
a writ against the RAG management committee seeking dam- 
ages. These could amount to E60m, representing the payout 
that would be due to the 2,000 members In these two catego- 
ries, lawyers for the aggrieved members said. Representatives 
of the members’ associations also plan to use the proxies of 
members entitled to vote to attend the extraordinary RAC 

members’ meeting called for this Friday to approve a change 
in the organisation’s structure. A second meeting in August 
would then be called to approve the sale, for £4S0m, to Can- 
dent, a US marketing group. The members claim the 16- 
strong RAC committee faced a conflict of Interest because its 
members would benefit from a decision to exclude certain 
classes of member. Charles Batchelor, London 


LABOUR PARTY 


MP to face disrepute charge 

Tommy Graham, the suspended Labour MP for a Scottish 
constituency, Is to face a national constitutional committee on 
charges of bringing the party Into disrepute. The attempt to 
put a cap on allegations of "sleaze* in the west of Scotland, 
announced by party Investigators yesterday, appeared pert of 
a concerted offensive by the party, which has suffered 
protracted difficulties north of the English border. Mr Graham 
was suspended from the parttamontary Labour party in 
August last year following the suicide of Gordon McMastar, 
then Labour MP for for another Scottish constituency. An 
investigation by Nick Brown, Labour chief whip, cleared Mr 
Graham of playing any part In Mr McMaster’s death. But Mr 
Brown fbund evidence suggesting Mr Graham had spoken 
badly of Mr McMastar. Mr Graham said he was still unaware 
of the exact charges against him. Andrew Parker, London 
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YUGOSLAVIA PLAYERS OFFER RESPITE TO THE COUNTRY’S WOES 


; 'I f • z ft 

...urtMM*'** 1 " 11 * 1 * I E ■ 1 • 

i rT\ ^>i l 


The sombre team with a joyful goal 


Simon Kuper and 
Guy Dinmore on 

how the troubles at 
home are affecting 
the squad in France 


Wax against Albanian 
separatists, economic sanc- 
tions, the threat of Nato air 
strikes - for many Serbs 
these are just distant noises, 
as long as their team does 
well in France. 

“Who cares about any- 
thing else?” asked fan 
who has watched every 
match via satellite. For 
many Serbs, this World Cup 
Is the sole respite from, the 
daily drudgery of making 
ends meet. "We're going to 
the top of the world," was 
the defiant headline in the 
tabloid Blic after the side's 
anaemic l-G win against 
Iran. 

Back In France, Slnisa 
Mihajlovic, scorer of the 
only goal, said: “We will 
bring joy to the people who 
have suffered a lot so they 
can forget their problems at 
least for a moment." 

Most members of the 
Yugoslav squad - now 
drawn from Serbia and 
neighbouring Montenegro - 
{day their club football out- 
side their own country, but 
they retain close bonds with 
home. 

Perhaps, at times, too 
close. Savo Milosevic, the 
Bosnian Serb striker who 
likes to explain to Journal- 
ists that the Bosnian Mos- 
lems are really Serbs under- 
neath. complains that the 
pressure from Belgrade is 
“too much". Croatia have 
exacerbated it by shining in 
their first match, hammer- 
ing J amai ca 3-1, thanks in 



Tough tackfttg: Yugoslavia’s Vladimir Jugovic fright) gats to grips with trank Nader MohammaAhanl In thsr opening fixhav 


Reuter 


part to a stunning goal from 
the half-Serbian Robert Pro- 
smpckj. 

Bath the Yugoslav and 
Croat foams claim the man- 
tle of the “Brazilians of 
Europe", the honorary tag of 
the former Yugoslav football 
team. 

Surprisingly, neither 
Yugoslavia’s president 
Slobodan Milosevic nor any 
senior member of his govern- 
ment has sent a public mes- 
sage of support to the team. 
Perhaps they are wary of 
being too closely associated 
with a failure in France. 

Some Serbs suspect a plot 
against their country an the 
pitch. The three teams in 
their group are arguably 


their worst political foes: 
Germany, the first country 
to recognise breakaway 
Croatia’s independence; the 
US, bomber of the Serbs in 
Bosnia; and Iran, hacker of 
the Bosnian Moslems and 
now accused of sympathis- 
ing with Albanian separat- 
ists in the southern province 
of Kosovo. 

The Kosovo Albanians are 
also taking a lively interest 
in the World Cup, but root- 
ing for any team other than 
Yugoslavia. 

*1 thmic against Germany 
we won’t lose." predicted the 
bubbly left-half Zjelko 
Petrovic after the Iran 
match. “Maybe I shouldn’t 
say it, but we have a lot of 


motivation against them, 

and a gamgt the US.” These 
gamps could tw ite on heavy 
political overtones if Nato 
looks like bombing Yugo- 
slavia. “We will kill to win," 
said Petrovic. 

In rural Safat Galmier. an 
hour west of Lyons, his col- 
leagues in the Yugoslav 
training camp were more cir- 
cumspect. Predrag NBjatoric, 
Yugoslavia's star striker, 
said from beneath a Los 
Angeles Dodgers . baseball 
cap: “We are not thinking 
too much now about the cur- 
rent political situation in our 
country. The harder you 
think about ft, the harder it 
is to see a solution.” 

The Yugoslav coach, 


Slobodan Santrac, offered 
only platitudes: “All games 
at the World Cup are tough”: 
“We hope to win"; and 
finally, “Football is a game 
of 11 men”, which an inter- 
preter rendered as “Football 
is a game of 10 men". 

But sensitivities remain 
close to the surface: ivica 
Kralj, the Yugoslav goal- 
keeper, rounded on a jour- 
nalist who asked him if it 
was true he had fought at 
the front: “You read that in 
the proCroat press." Asked 
about Kosovo, the keeper' 
responded: "1 don’t know 
how T^nch truth there is in 
the pictures an the interna- 
tional television stations." 

The contrast with some of 


tiie other, more boisterous, 
World Cup team camps was 
start, with the main cheer 
in Saint Galmier provided by 
two fans who bad cycled all 
the way from their Serbian 
village to hand in a petition 
of support 

Yugoslavia look like quali- 
fying for to second round 
from Group F with Ger- 
many. but Sunday’s match 
between the two teams is 
none to less crucial, as both 
wait to win the group so as 
to avoid a probable meeting 
with Holland. 

Simply to hold the Ger- 
mans, Yugoslavia will hove 
to up the pace of their game. 
Against Iran their elderly 
side strolled around until 
two young substitutes. Dejan 
Stank ovjc and Perica Ogn- 
jenovic, were introduced. 
Ihe Yugoslavs also seemed 
to i*oJr passion and work- 
rate, failings that have 
plagued their football for 
decades. 

“We don’t have the men- 
tality of Germany, Argen- 
tina, the Netherlands,” 
lamented Petrovic. Yugo- 
slavia wav tipped as dark 
horses for the World Cup 
after they put 12 goals past 
Hungary in two qualifying 
matches, but on the evidence 
of last Sunday, Hungary 
must be a mind-boggiingly 
poor team. 

“The Iran match was to 
first timfl our national team 
has played so badly." said a 
frank Milj fln Miljanic, the 
legendary former Yugoslav 
coach who now (hairs to 
country's football associa- 
tion. Miljanic, an old man 
now, spoke fluently in-sev- 
eral F-nrn pgian languages and 
always smiled. Perhaps he 
could teqiffr his compatriots, 
in Rate* Galmier a lesson. 


ITALY COACH KEEPS HIS DISTANCE FROM CONTROVERSY OVER BAGGIO AND DEL PIERO 


A nation’s striking dilemma 


Peter Aspden on the selection debate 
over two forwards with a touch of genius 


It has become a subject of 
heated national debate in 
Italy. Nationwide polls have 
been commissioned to test 
the popular will. 

Even Romano Prodi, the 
prime minister, has 
expressed his opinion on a 
tactical issue that has domi- 
nated the country’s head- 
lines in recent days: can 
Italy afford to play both 
Roberto Baggio and Alessan- 
dro Del Piero in to same 
team? 

The question has acquired 
urgency after the disappoint- 
ing display by the Italians in 
their opening fixture against 
Chile. Barren in midfield, 
isolated in attack, unsteady 
at the back, they managed to 
scrape a 2-2 draw thanks to 
their veteran World Cup star 
Baggio, who provided a deli- 
cious assist for Christian 
Vieri to open the scoring, 
and then won and converted 
a penalty in the final min- 
utes after his side had gone 
2-1 down. 

But Baggio's moments of 
inspiration provoked as 
much anxiety as succour for 
Italian coach Cesare Maldini; 
for he was only playing 
because of an injury to Del 


Hero, the creative linchpin 
of Maldini’s side. Now Del 
Piero is fit for tonight's cru- 
cial match against Camer- 
oon. which the Italians can- 
not afford to lose. 

Does he come in for Bag- 
gio? Or does the old master 
keep tor apprentice at bay 
for a little longer? Or does 
Maldini succumb to critics 
and play both of his out- 
standing strikers? 

Prodi thinks there is room 
for both Baggio and Del 
Piero. So does most of the 
country. Maldini retorted 
drily that he considered the 
prime minister an expert on 
cycling - of which Prodi is a 
keen follower - hut not nec- 
essarily football. The coach 
has kept an amused distance 
from the frenzy of the 
debate, teasing journalists 
when they spotted Baggio 
and Del Hero on the same 
side in a training match. 
“Everything is possible," he 
repeats unhelpfully. 

The players themselves 
have been models of discre- 
tion over this potentially dis- 
turbing development. 
Indeed. Del Piero reacted 
with some anger to a televi- 
sion analysis that implied he 


had not celebrated Baggio’s 
equalising penalty against 
Chile with sufficient passion. 
“1 felt wounded. 1 might 
occasionally play badly, but- 
no one should suggest that I 
don’t have the proper 
respect for to national side. 
It was out of aider.* 

As so often happens with 
sporting issues, to intensity 
of the . debate hints at a 
deeper question of national 
identity, 

Italians rightly believe 
they have the best football 
league in the world; but 
much of that reputation 
rests on the excellence of its - 
strameri, or foreign players. 

The Italian national side is 

strong - World Cup winners 
in 1934. 1938 and 1982, final- 
ists in 1970 and 1994 - but it 
is to team’s defensive quali- 
ties that have usually been 
lauded. Italy was the land of 
catenaccio, tough man- 
markers and ruthless sweep- 
ers. This reputation for prag- 
matism and resilience is 
borne with a touch of indig- 
nation by a people who con- 
sider themselves artists, 
capable of great works of 
beauty and spontaneous 
moments of brilliance. 

That is why players such 
as Baggio and Del Piero are 
treasured. Both have the 


hi ghpst technical ability, a-nd 
are able to invent goals from 
un p m m istTig positions. If the 
country happens to have two 
such players at the same 
time, why leave one of them 
an to bench? 

Certainly Baggio’s perfor- 
mance against rMip was a 
walking (and he does walk, 
rather than run, through 
much of a match) demon- 
stration of refined, economi- 
cal football, with every 
touch counting. 

There was to cushioned . 
volleyed pass for Vieri’s 
goal, the subtlest of passes 
for FOippo tnzaghi. and then 
that coolly taken penalty, an- 

lTTiripTn rmgtrativp wmpinn of 

his miss in to 1994 final. 
Baggio had scored from 11 
successive penalties for Bolo- 
gna during to season. His 
temperament, at the age of 
31, now matches his abflify. 

Dd Hero, 23, has also had 
an outstanding season for 
championship-winning 
Juventus, scoring 21 Serie A 

goals and inspiring bis side 
to the Champions League 
final But he disappointed in 
that match, and picked up 
an injury that allowed his 
nominal deputy Baggio to 
snatch his place in to Ital- 
ian line-up. 

That injury, from which 



National treasures: Roberto Baggio (forejyoindj and Ales sa ndro 
Del Piero (right) have remained models of rfc c rstio n AP 


he has recovered, may yet 
allow Maldim to leave Del 
Piero from his starting 11 
tonight, arguing that 90 min- 
utes of World Cup football 
for a player who has not 
played for a month is tod 
much to ask. 

Many coaches would envy 


Maldini’s dilemma. But if he 
defies his country’s wishes 
to play both of these world- 
class footballers in tandem, 
and Italy come unstuck 
tonight, even the country’s 
most eminent cycling expert 
might be moved to ask an 
awkward question or two. 
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Burley lob raises Scottish 
hopes of second round 
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Seotiand and Norway fought 
out a draw in Bardaaux 
yesterday, a result which 
means that the battle to quality 
from Group A wiB be settled b 
the last games next Tuesday. 
But with Norway sM to fade 
Brazil, the Scats - whose test 
game is against Morocco - wffl 
be happ«r with yesterday’s 
point. The game was more 
open than most matches with 
so much at stake; defeat would 
have left the Scots with their 
customary early exit from the 
Anal stages. Weed, for 15 
minutes it looked as W Scottsnci 
were heading home. Having 




dominated the first half, sloppy marking let Havard Ftownm on 


the far postto meet a fine cross from the left, ancL his 

gave Leighton no chance- Several minutes of panic 

the Scottish defence with the two Flos 

defence. Norway then apparently decided to dafer ^JJ] e VJ 

lead, replacing the dangerous Havaid Flo after an hour with 

Leeds defender Gunnar Halle. . , . . _ 

Yet It was Scotland's substitutes that proved decisive with 
David Weir replacing the injured Cofin Calderwood. and Jactae 
McNamara coming on for the lading Darren Jackson and 
immediately troubling Norway’s defence with maraucflng r u ns 
on the right. Within five minutes the Scots were Iwei as Craig 
Burtey (above rigttj ran on to a chip and lobbed the stranded 

Frode Grodas. . . . 

As the Tartan Army, which outnumbered, outshouted and 
outsang Norwegian fans throughout, roared their team forward, 
the began to find holes in the Norwegian defence and 
Grodas twice had to save sharply, but Norway’s defence held 
out for a draw. Tom Lynch 
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IN BRIEF 


Police promise tight security 


The French authorities yesterday promised tight security for 
England's remaining group matches, fofiovring two days of 
violent dashes involving English fans In Marseilles. 

Rene-Georgas Quarry, the senior police officer in charge of 
tournament security, admitted that the result might be to spoil 
the “atmosphere of conviviality - surrounding the games. But, he 
sakh “That’s the eternal problem between aUowing the party to 

carry on and allowing crazy folk to ruin it." 

England play their next match on Monday in Toulouse, and 
the fear must be that the same groups which caused the 
trouble in Marseilles will oongregate there over the weekend. 
Their final Group G game, against Colombia, is on June 28 ki ' 
Lens. 

Fife yesterday called on governments to strengthen measures 
to prevent known troublemakers from leaving their countries of 
origin at foe time of Important international football matches. 
Keith Cooper, the world football body’s communications 
effractor, suggested the European Union might get involved. 
Cooper added that there had been no question of the English 
teem, which beat Tunisia 2-0 on Monday, bong disqualified 
from the competition or being prevented from entering the next 
in 2002 in Japan end South Korea. 

. A group of more than 50 Scottish football supporters were 
yesterday detained in- Bordeaux-in advance of Scotland's game 
against Norway, on the advice of British pokes. 

• Michel Platini, the French organising committee president, 
has criticised the World Cup's referees, for faffing to implement 
tough new guidelines on tackling from behind. “There are 
referees who do not implement the rule . . . and they will go . 
home as soon as possible," he said. Sepp Blatter, the new Ftta 
president, and several national coaches have also called for > 
stricter application of the rules. 

• Iranian midfielder AB Reza Mansourian is to sign for German 
dub Hamburg SV, becoming the fourth member of his 
country’s squad to play in Germany. See Observer 
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TODAY’S GAMES 


• CHILE V AUSTRIA, 17,30% ST ETIENNE, GROUP B. 
Austria are likely to prove no match for Chilean striking duo 
Marcdo Salas and Ivan Zamorano. who will expect to net three 
points and a strong chance of qualifying for the second round. 

• f TALY V CAMEROON, 21 JO, MONTPELLIER, GROUP S. 
Cameroon may regret throwing away their lead against Austria, 
for African aides have never fared well against the blues. Italy 
win not be satisfied with anything less than a decisive win. 
‘Local kick-off times (GMT + 2 hours). One hour earlier In UK. 


NUMBERS SO FAR 


Goals total 
Bookings ... 


39 Sendings off . 

57 Penalties 


.—3 
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David Murray reviews 
the premiere of Gavin 
Bryars’ 'Dr Ox’ 
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The composer Gavin Bryars has 
been thinking about Doctor Ox’s 
Experiment, a very short story by 
Jules Verne, for 20-odd years. He 
began to Imagine making an 
opera of it long before Blake Mor- 
rison was enlisted to write the 
libretto, 10 years ago. and stm 
longer before the Canadian film- 
director Atom Egoyan was 
invited to stage it for the Engtifi'h 
National Opera. On Monday, it 
had its premiere there. 

Bryars is a sport As a young 
philosophy student, he played 
jazz bass and explored improvisa- 
tion; then, as a composer, he 
toned his ear to the new “mini- 
malism” and the bold revival of 
old-fashioned popular harmony. 
Working with the American thea- 
tre-director Robert Wilson In the 
1980s, he acquired a taste for 
grandly, inordinately protracted 
stage moments. Things would 
proceed in slo-mo. if at all, whilst 
tba music wound out repetitive 
patterns in soulful style close 
to pop, and even to unabashed 
kitsch. 

Doctor Ox is much more inter- 
esting than that, though jjj some 
respects it must count as a failed 
experiment Verne's story con- 
cerns an immemorially bland, 
conventional Flemish village, 
upon which Ox and his assistant 
Ygrkie - put 'em together and 
whaddaya get..? - impose their 
secret test: pump everybody high 
on “oxygen", and watch how 
they revert to natural, biological 
urges. That should confirm the 
Doctor’s radical “materialism'’, in 
the quaint 19th-century sense 
(everything consists of small, 
hard bits that interact). 

It is a confirmation, in a way. 
Half the populace flings itself 
into oppositional politics, while 
the other half devotes itself to 
making love. Anarchy threatens. 
An arbitrary explosion puts an 
end to the experiment, leaving 
some people wiser maybe the 
slow, rule-bound life (in which 
chaste engagements must pre- 
cede marriages by at least five 
years) is better, after all? 

Since Bryars knew already 
what the fable meant to him, 
nothing more -that Morrison’s 



Hypnoftcaty beautiful; Nicholas FotweB in one of Sandy Powers striking costumes 


libretto tried to supply - jaunty 
lines, a town chorus and some 
individual characters, some dra- 
matic story-telling - is echoed in 
the score. Mostly it is slow, or 
very very slow, and suffused with 
a melancholy sweetness that 
drowns all differences. 

“Kitsch" is not the word. 
Though the fabric of Bryars’ 
music is largely borrowed from 
old operettas and musicals, all Its 
affecting paints - especially in 
the harmony - are made by mod- 


estly original, consistent side- 
steps: not part of any tradition, 
but bearing a personal stamp. 
They axe clothed in long, deep 
pedal-points, sensuously 
extended chords, soft string- 
dusters and plangent trills in the 
bass winds, on a cushion of 
obscure or indeterminate 
chimes. 

You could succumb to that, 
given that nothing else happens 
for most of the long, unhurried 
time. Bryars’ writing for the 


voices sounds thoroughly grate- 
ful; Valdine Anderson's soprano 
Suzel (daughter of Nlcklausse. 
flancde of Frantz) revelled in it, 
to general delight, as did most of 
her colleagues. 1 found myself 
entertaining a fantasy: mightn’t 
all Bryars’ vocal lines be copied 
straight from Richard Strauss 
and Vmii, but artfuDy disguised 
at quarter-speed? 

For some of the audience, 
dearly, the word for the opera 
would be "paralytic”. Others 


found it mysteriously, even 
hypnotically beautiful. In these 
confused times, confident judg- 
ments about such “postmodern” 
stuff find no basis. 1 don't 
think that Dr Qz is much of an 
opera, but with good will you 
could find yourself wanning to 
the situations beyond what you 
expected. 


Further performances of Dr Ox 1 at 
the CoBseam, London WC2 on dime 
20, 24, 30 and July 3. 
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A double serving of Wozzeck 


In the 35 years since its first 
production in Florence, Alban 


^ Berg's Wozzeck has been pres- 
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tow sale conditions ft 
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ented three more times at the 
Teatro Communal e, always with 
great care, and always with con- 
siderable success. While it can 
hardly be considered a repertory 
work here, Wozzeck no longer 
represents anything except! anaL 
But there is at least one excep- 
tional aspect about the latest 
staging, created as part of the 
61st Maggio Musacale: Berg’s is 
not the only Wozzeck on the festi- 
val programme. Also at the Com- 
munal e, but In a concert version, 
the Florence audience was able 
to hear the Wozzeck of Manfred 
Gurlitt, Berg’s slightly younger 
contemporary, whose opera, 
based an the same text, was first 
heard in Bremen in April 1936, 
only four months after the Berlin 


premiere of the Berg version. 

Id those years Georg Buchner’s 
posthumously published drama 
was Stm something of a literary 
discovery, and it was not surpris- 
ing that its stark, brooding char- 
acter should attract two gifted 
but quite different artists. It is 
not surprising, either, that Gur- 
litfs opera should have rapidly 
disappeared while Berg’s, undeni- 
ably the more affecting work, 
should have gained a preeminent 
position in the modem repertory. 

But Gurlitt 's opera is also 
impressive, as the Florence read- 
ing amply demonstrated. 
Although his choice of Buchner's 
scenes is slightly different from 
Berg's, Gurlitt created a si m i l a r 
portrait of an oppressed, elemen- 
tal mpn; Wazzeck's tormentors, 
the Captain. Doctor, Drum- major, 
are less grotesque in Gurlitt’s 


drama, not seen through a dis- 
torting lens as in Berg; and 
instead of Berg’s heart-shattering 
finale. Gurlitt raises the tragedy 
to a broader social dimension, as 
first the chorus, then a solo con- 
tralto repeats the words “Wir 


Marie - and it was regrettable, 
though comprehensible, that the 
Maggio could not give his Woz- 
zeck a fizll production. It gave 
him, however, a first-rate cast, 
beaded by Roland Hermann in 
the title role, an artist of remark- 


While Gurlitt was not the ground-breaking 
composer Berg was, he should not be 
dismissed as conventional or unoriginal 


arme Leut" (We poor people), a 
kind of BQchner slogan. 

While Gurlitt was not the 
ground-breaking composer Berg 
was, he should not be dismissed 
as conventional or unoriginal. 
His score is often unexpected - a 
scuffle of low strings, a sudden 
hush, an astral vocal line for 


able resource, matched by the 
ethereal yet human Marie of Cel- 
ina Lindsley. 

But the whole company was on 
the highest level: Anton Scharin- 
ger (the Captain), PSr Lindkog 
(Andres) and Robert WOrle (Doc- 
tor) were incisive, musical Gerd 
Albrecht, who conducted, has 


become a Gurlitt champion - he 
is responsible for the complete 
recording - and makes a convinc- 
ing case for the rediscovered 
work 

Zubin Mehta, the Florence 
principal conductor, did not have 
to make such a case for Berg; but 
be Jed an impassioned perfor- 
mance, while the film director 
William Friedkin {The French 
Connection, The Exorcist ) made a 
remarkable operatic debut While 
avoiding any excess, he created a 
coherent, powerful experience, 
enhanced by the designs of Fran- 
cesco Zito, with a superlative 
cast led by the massive Pavlo 
Hunka as Wozzeck and the vul- 
nerable Katarina Dalayman as 
Marie. 

Taken together, the two Woz- 
zeck operas constituted a rare 
event for the opera-lover, and an 
unparalleled, deeply moving 
experience, worthy of the great 
Maggio festivals of the golden 
years. 


William Weaver 


BALLET TRIBUTE TO DAME NINETTE DE VALOIS 


Memories are 
made of this 


The Royal Ballet is installed this 
week in the Barbican Arts Cen- 
tre, that uglier copy of Purgato- 
ry’s airport. Its theatre is a nasty 
spot for dancing: the stage big 
enough for small-scale ballet, 
constraining for anything need- 
ing to breathe. Its pit can't seat 
the Royal Opera House orchestra, 
so musicians are split between 
raised areas at each end and col- 
leagues in the central section. It 
was all pretty unsatisfactory as 
the setting for the Royal Ballet's 
tribute to Dame Ninette de Valois 
to marie her centenary. 

The idea of the programme was 
to remind audiences of her cre- 
ative lire - those ballets that 
delighted us in the 2930s. ’40s and 
"50s, which should really not be 
out of the repertory for any 
length of time. They were works 
having superb design. Dame 
Ninette's eye for a painter never 
let her down and included sev- 
eral of the finest painters of our 
time. Admirable scores were also 
part of her policy. So it was good 
to see The Rake's Progress 
relived, on a stage exactly the 
right size for its claustrophobic 
drama, with Rex Whistler's 
miraculous designs as potent as 
ever, and the Gavin Gordon 
music still an ideal basis for the 
action. (It needed, though, tauter 
tempi than Andrea Quinn pro- 
vided.) Performances were not 
particularly idiomatic, save for 
Peter Abegglen’s terrifying view 
of the Gentleman with the Rope, 
a reading which caught exactly 
the menace and vivid outlines of 
his role. 

The centra) section of this gala 
was given over to memories, by 
distinguished dancers who had 
worked with Dame Ninette, each 
introducing an excerpt from one 
of her ballets. Wonderful to see 
again fragments from The 
Haunted Ballroom and Job (Muk- 
hamedov, when slightly slimm ed- 
down, will be a Satan to set 
against Doha, who created the 
role, and Helpmann: his emo- 
tional and physical power is 
exactly right). 

The Gods go a-begging, (that 
charmer of my childhood). The 
Prospect Before Us (in Birming- 
ham's loving re-creation), 
Orpheus and Eurydice, the late 
and darling Every Goose Can, 
brightly done by Matthew Dibble, 
and - alas - the Black Queen's 
triumphant solo from Checkmate 
turned into an impersonation of 
Shirley Temple in a tantrum by 
Darcey Bussell; choreography 
and character misrepresented. 


Leslie Edwards was, heaven be 
thanked, there as the Red King, 
to remind us of what the ballet is 
about The Royal Ballet School 
also whistled through three 
movements of the Soiree Musi- 
cal e that Kenneth MacMillan 
made for them a decade ago. 

Ashton's Birthday Offering 
closed the evening. Made for 
those seven dazzling ballerinas 
the company boasted in 1956 at 
its silver jubilee, it was here 
turned into a study in Miss 
World contestant charm, i Sylvie 
Guillem was the honourable 
exception.) Bach of the putative 
ballerinas brought herself on 
stage and smirked - 1 was sur- 
prised that none or them came to 
the edge of the stage and told us 
that she was deeply interested in 
ecology and liked to visit art-gal- 
leries. Each solo bad the flus- 
tered look of something put on in 
haste and repented at our leisure. 
Each of the ladies was, technl- 


The idea was to 
remind us of 
those ballets that 
delighted us in the 
1930, '40s and ’50s 


cally, singing that inspirational 
ditty from IP) 4, “We'll grin. gnn. 
grin,/Til we win. win, win*. 

Sylvie Guillem - apart from 
two gratuitous high-kicks - was 
wonderfully good. She under- 
stood that her variation and pas 
de deux were choreography hav- 
ing purpose and wit. She phrased 
admirably well, savoured each 
step, made the dance inimitably 
hen. (The men had their own 
troubles, much concerned with 
trying to look like a chap while 
coping with leg-of-mutton sleeves 
and a stage two sizes too small.) 

Two members of the original 
cast. Dame Beryl Grey and Nadia 
Nerina, were present. I know that 
the years roll on, but 1 would 
have gladly have settled for a 
minute’s demonstration from 
each of them an how those balle- 
rina variations should look: great 
talent does not die, but this ballet 
is dead without some urgent 
attention to style, technique, and 
true ballerina presence. Glazun- 
ov's luscious score did not sound 
at its best 


Clement Crisp 



Darcey Bussell as the Black Queen in ■Checkmate' 
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and Messiaen; Jun 17 
• Staatskapefle Berlin: conducted 
by Daniel Barenboim In works by 
Schoenberg, Bart 6k and Brahms. 
With violin soloist Glclon Kremer; 
Jun 17, 18 


Susan Chifcott and Anthony Roffle 
Johnson; Jun 17, 19, 21 


GLYNDEBOURNE 


Philharmonic 

Tel: 40-30-2548 3354 

BedJn Philharmonic Orchestra: 

conducted -by Wolfgang SawedHsch 

in works by Haydn; Jun 17 


AMSTERDAM 


OPERA 

Netherlands Opera, Hat 
MuzteWhaater 
v , Teh 31-20-551 8911 
I f Siegfried: by Wagner. Mew 

production conducted by Hartmut 
Haenchen In a staging by Pierre 
Audi; Jun 17, 21 


OPERA 

Deutsche Oper 

Teh 49-30-34384-01 
Warther. by Goethe. Concert 
performance conducted by Aiain 
Gulngal; Jun 20 


BELFAST 



DANCE 

Grand Opera House 

Tet 44-1232-241919 
The National Ballet Company of 
Latvia: The Sleeping Beauty. W rth 
the orchestra of Latvian Nrfonal 
Opera and BaUet; Jun 17, 18. 
19,20 


BOLOGNA 

OPERA 

Teatro Comunata. 

Tet 39-51-529 999 

wvw.neffunaft/bo/f0fltroco/7wr^ 

Don Giovanni: by Mozart New 
production conducted by Daniete 
Qfltti in a staging by Gianfranco de 
Scsto, with designs by Pasquale 
Gross!; Jun T7. 18, 20, 21 


OPERA 

Glynde bourne Festival Opera 
Tet 44-1273-815 000 

m Cos! Fan Tutte: by Mozart New 
production by Graham Vick, 
Conducted by Andrew Davis. Cast 
Includes Alan Opie and Barbara 
FrittoH. With the London 
Philharmonic Orchestra; Jun 20 
• Katya Kabanova: by Jan&tek. 
Revival of Nikolaus LehnhofPs 
production', conducted by Yakov 
Krefzbeng, with designs by Tobias 
Hoheisel. Cast Includes Amanda 
Roocroft. With the London 
PhD harmonic Orchestra: Jun 18, 21 


Tel: 44-171-638 8891 
The Royal Ballet triple MI 
comprising Ninette de Valois' The 
Rake's Progress, Ashton's Birthday 
Offering, and a new work by 
Ashley Page; Jun 17, 18, 19, 20 


• Marion: by Massenet. New 
production by David Me Vicar, 
designed by Tanya McCaOln. Rosa 
Mannion sings the title role end the 
conductor Is Michael Lloyd; Jun 18 


from her visitors' books in Venice; 
to Sep 2 


produced in the 1950s and 1960s; 
to Jun 22 


NOTTINGHAM 


EXHIBITIONS 
National Portrait Gallery 
Tel: 44-171-308 0055 
High Society: Edwardian 
Photographs. A collection of studio 
portraits, reprinted from a recently 
rediscovered cache of original 
negatives. Subjects Include Lloyd 
Georgs, Winston ChurchJfl and 
LilHe Langtry; to Jun 21 


MUNICH 


LONDON 

CONCERTS 
Barbican Hafi 
TeL‘ 44-171-638 8891 
London Symphony Orchestra: 
conducted by Bernard Haitink in 
works by Mozart and Strauss; 
Jun 18 


Tate Gallery 
Tet 44-17T-887 8000 
Tumor and the Scientists; An Artist 
In Two Cultures. Display 
demonstrating the importance of 
Turner's relationship with his 
scientific contemporaries, and the 
frnpact on his work of new 
technologies; to Jun 21 


CONCERTS 
Philharmonic Gasteig 
Tet 49-89-5481 8181 

Evgeny Klssin: recital by the 
pianist of works by Beethoven, 
Brahms and Uszh Jun 22 

• London Symphony Orchestra: 
conducted by Bernard Haitink in 
works by Mozart and Strauss; 

Jun 21 

• Muiich Philharmonic Orchestra: 
morning chamber concert erf works 
by Mozart, DohnAnyl and Brahms: 
Cari-Orff-Saal; Jun 21 


OPERA 

Theatre Royal 

Tet 44-115-989 5555 

• Opera North: Joan of Arc, by 
Verdi. New production by Philip 
Prowse, conducted by Richard 
Fames with a cast headed by 
Susannah Glanville and Arthur 
Davies; Jun 17 

• Opera North: Eugene Onegin, 
by Tchaikovsky- New production 
by Dal la Ibelhauptalte. conducted 
by Steven Sloans; Jun 19 


ROTTERDAM 

EXHIBITION 

Kunsthaf 

Tat 31-10-440 0300 
Roger BaJien: photographs of 
South Africa’s white rural poor; to 
Jun 21 


BRUSSELS 


BERLIN 

CONCERTS 

Konswrthaus 

Teh 49-30-203090 . 

m BerUn Symphony Orchestra-’ 

conducted by Kurt Sanderflng in 

works by Mozart' and Beethoven; 
Jun 19 

# peter Donohoe: recital by me 

pianist of works by Debussy, Ravel 


OPERA 
La Monnafe 

Tet 32-2-229 1211 

• Don Pasquale: by Donizetti. 
New production conducted by 
Philippe Jordan in a staging by 
francos de Carpentries on the 
Lunathealer stage; Jun 18. 19, 21 

# The Turn of the Screw: by 

Britteru New production conducted 

by Antonio Pappano to a 
by Keith Warner, with designs by 
gtiphane Lazaridte. Cast includes 


Wigmore Hall 

Tet 44-171-935 2 141 

• Natalie Clein: recital by the 
ceWst at works by Schumann, 
Shostakovich and Rakmanimv. 
Accompanied by Hamer Golan; 

Jun 18 

• Simon Kaenfyskfe: recital by trie 
baritone of works by Debussy, 
Strauss, Glazunov, Rachmaninov 
and Mahler. Accompanied by 
Malcolm Martineau; Jun 20 


DANCE 

Barbican Theatre 


OPERA 

English National Opera, London 
Coliseum 

Tel: 44-171-632 8300 

• Carmen: David Pitch and John 
La Bouchardfere direct a revival of 
Jonathan Miller's production, 
conducted by Noel Davies, The 
title role is sung by Solly Burgess; 
Jun 17, 19 

• Doctor Ox’s Experiment world 
premiere of a new opera by Gavtn 
Bryars, with a libretto by Blake 
Morrison, after Jules Verne. The 
production is directed by Atom 
Egoyan, with sets by Michael 
Levine and costumes by Sandy 
Powefl. Cast Includes Bonaveritura 
Bottone; Jun 20 


THEATRE 

PhBharmoniB Gasteig 
Tet 49-89-5481 8181 
Das Europe Musical Theater 
Beauty and the Beast, directed by 
Carin Plontek with choreography 
by LaU Cseszko; Cari-Orff-Saal; 
Jun 18 


PARIS 

EXHIBfTONS 

Musfre cfArt Modems de la Vffle 
de Paris 

Tel: 33-1-5367 4000 
La Collection du Centres Georges 
Pompidou: 200 works from the 
Musee national d'art modems; to 
Sep 13 


VIENNA 

CONCERTS 

Musikverein 

Tel: 43-1-5058 6810 

London Symphony Orchestra: 

conducted by Bernard Haitink to 

works by Mozart; Jun 20 


TV AND RADIO 
• WORLD SERVICE 
BBC World Service raefio for 
Europe can be received In western 
Europe on medium wave 648 kHZ 
(463m) 


NEW YORK 


EXHIBITION 

Guggenheim Museum 

Tel: 1-212-423 3500 

www.guggei9iglm.org 

Peggy Guggenheim: A Centennial 

Celebration. To mark the 100th 

anniversary of Peggy 

Guggenheim's birth, the museum 
has organised s display of 
paintings ani sculptures from her 
collection. The exhibition also 
features photographs, personal 
belongings, and selected pages 


OPERA 

Opera National de Paris, Opera 
Bastille 

Tet 33-1-4473 1300 
La Traviata: by Verdi. Production 
directed by Jonathan Miller and 
conducted by James Con ion; jun 
19.22 


EUROPEAN CABLE AND 
SATELLITE BUSINESS TV 
• CNN International 
Monday to Friday, GMT: 

0&30: Moneyline with Lou Dobbs 
13J0: Business Asia 
19.30: World Business Today 
22.00: World Business Today 
Update 


ROME 

EXHIBITION 

Palazzo deBe Espostdoni 
Tet 39-8*474 5903 
Lueio Fontana: retrospective of the 
Italian artist best known for the 
series of “Spatial Concepts" 


• Businoss/Market Reports: 
05:07; 06:07; 07.-07; 08:20; 0&20; 
lCfc20; 1150; 1152; 1220: 1320; 
14.-20. 


At 0820 Tanya Beckett of FTTV 
reports live from LIFFE as the 
London market opens. 
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EDWARD MORTIMER 


Elusive world order 


The FT’s foreign affairs columnist reflects on 1 1 years of change 
and asks what kind of system has replaced the coid war 


It is clear that the decline of 
American power, which has 
been going on since the 1930s. 
has not been reversed or even 
halted by the Reagan 
presidency. America’s 
political need for an 
understanding on weapons 
with the Soviet Union is as 
great as its economic need for 
a modus vwendi an trade 
with Japan, 


You might think the new 
“foreign affairs” columnist 
who penned those words in 
the Financial Times, exactly 
11 years ago. would have 
been quickly dropped. If I 
was not (and, yes, it was me) 
that was not just because 
this is an indulgent 
newspaper. Those views at 
the time appeared quite 
reasonable. 

The world has changed 
since 1987. By then, one 
already had a sense of living 
at the end of an era. The 
cold war order, with its 
relative simplicity, was 

beginning to crumble. The 
US had retreated from 
Indochina. The Soviet Union 
was bogged down In 
Af ghanistan. Iran had staged 
a new kind of revolution 
that threatened to sweep 
away both socialist and 
conservative regimes in the 
Middle East. 

By 1987 most of us knew 
that communism was dead 
as an ideology, except in 
some western universities. 
Even those running the 
Soviet bloc no longer gave 
the impression of believing 
the theory in whose name 
they governed. Yet 1 know of 
no pundit who claims to 
have foreseen in that year 
the speed at which the cold 
war world would dissolve, or 
the precise direction change 
would take. 

Francis Fukuyama 
proclaimed an outright 
victory for western liberal 
values in his essay “The End 
of History” . which appeared 


in the summer of 1989. But 
even he did not predict that, 

by the end of the year, the 
Berlin Wall would have 
fallen, or that within three 
years the Soviet Union 
would no longer exist 

Ever since then, analysts 
have struggled to define the 
new world order - or even to 
find a name for it The term 
“new world order" itself was 
| quickly discarded, after 
George Bush had used it as a 
slogan to rally support 
against Saddam H ossein. It 
, quickly became obvious that 
the new world would fall 
well short of Mr Bush's 
glowing prospectus: “A 
world where the rule of law 
supplants the law of the 
jungle. A world in which 
nations recognise the shared 
responsibility for freedom 
and Justice. A world where 
the strong respect the rights 
of the weak.” 

In fact, as war raged along 
Russia's southern periphery 
and in the former 
Yugoslavia, it became 
fashionable to speak of the 
“new world disorder" - a 
phrase coined by the French 
politician Pierre Lellouche. 
Mr Bush’s lofty rhetoric was 


turned against him and 
against a mood of unrealistic 
euphoria that was said to 
have swept over the world in 
1989-91. Actually euphoria 
had seldom been 
unqualified. If anything, the 
pundits of those years 
overdid the killjoy warnings 
of tears before bedtime. 

About Russia especially, 

1 predictions of civil war and / 

I or a return to despotism 
have been virtually de 
rigueur. Most Russians have 
indeed had a p r etty 
miserable time in the past 10 
years, and the war in 
Chechnya was a terrible and 
unnecessary tragedy. 

Yet at each twist in the 
bumpy road the doomsayers 
have been proved wrong. 
Communism looks less and 
less capable of a comeback. 
Capi talism , pluralism, even 
democracy of a kind are 
taking root 

Arguably, there was not 
enough rejoicing in the west 
over the outcome of the cold 
war. Instead of celebrating 
the new opportunities and 
rising to file challenge, west 
Europeans and north 
Americans treated it mainly 
as an excuse to concentrate 





on their own affaire. 

West Germans, of course, 
were the ones to whom it 
made the most tangible 
difference. But the very task 
of reconstructing east 
Germany left most Germans 
with little energy for the 
wider problems of Europe, 
let alone of the world. 
Germans are visibly tiring of 
their former role as 
cheerleaders and paymasters 
of European integration. 
Endowing Europe with a 
si ngle currency w01 almost 
certainly have been their 
chancellor's last hurrah. 

And that achievement, 
however remarkable, still 
looks parochial from a wider 
perspective. Shouldn't the 
priority agenda of the 1990s 
have been the creation of 
“Europe whole and free"? 
That phrase too we owe to 
Mr Bush. But in bis 
concentration on foreig n 
matters, the US president 
proved to be out of- tune with 
his own electorate. The 
American public was more 
preoccupied with a shallow 
but long recession, with Mr 
Bush's retreat from his 
unwise pledge of “no new 
taxes" and above all with 
the fear that freer trade 
would threaten their jobs - 
the theme of Ross Perot's 
1992 election campaign.. 

Since then, the US boom 
has induced Ear more 
euphoria than the end of the 
cold war ever did. As the US 
political scientist Mark Lilia 
argued recently in the New 
York Review of Books, the 
American people are broadly 
content with the results of 
two revolutions - the 
social-cultural revolution of 
the 1980s and the political- 
economic one of the 1960s. 

They are also broadly 
happy with Bill Clinton, who 
has accepted both 
revolutions. It is only the 
political right that still 
deplores the ’60b and only 
the political left that still 
moans about Reaganomics. 
Both are detached from 
mainstream public opinion. 

The world is living in a 
paradox. The US dominates 
the international scene to an 
extent no one could have 
predicted in 1967: hut that 
domination is so 
comfortable, and so little 
challenged, that few 
Americans feel the need to 
concern themselves with 
worid affairs. 

Until last year, one 
long-term challenge was at 


least visible: the success of 
the east Asian economies. It 
was a cultural as well as 
economic challenge. Asian 
scholars and politicians 
maintained that western 
society was decadent and 
that Asian culture, with its 
strong family values and 
social discipline, was more 
conducive to stability and 
economic growth. 

It was always a dubious 
argument, given the 
diversity of Asian cultures 
and the speed at which 
Asian societies were 
mimicking the west But it 
has now been demolished by 
Asia’s economic meltdown - 
a development even more 
sudd m and less predicted 
than the end of the cold war. 

This latest turn of events 
is still too recent for any 
confident historical 
judgment It may yet prove 
temporary. Certainly, it is 
too soon to write off China's 
potential as a superpower of 
the next century. 

Meanwhile, w e stern 
euphoria may yet prove 
shortlived, if Japan does not 
soon recover, it is hard to 
believe the American boom, 
or the more modest 
European recovery, can long 
continue. 

Besides, economics is not 
everything. Nuclear tests in 
south Asia; wars, coups and 
genocide in Africa; burning 
rain forests from Indonesia 
to Mexico: Is lamic militancy: 
all in different ways make 
this a less comfortable 
planet for Americans and . 
Europeans to live on. 

The need for some kind of 
collective global leadership 
seems no less pressing now 
than it did in 1987. If there 
hag been a theme to this 
column over 11 years, it has 
been that 

The role of the United 
Nations secretary-general is, 
of course, limited. Often he 
is little more than a voice 
crying in the wilderness. But 
if the voice does not cry it is | 
no good expecting people to 
listen. 

That is why the chance to 
help form that voice, even in 
a small way, by drafting the 
secretary-general’s speeches, 
strikes me as a challenge 
one should not refuse. And 
therefore, for a year or so, 
you will no longer be 
reading me in this space. 
Starting next month I have a 
new, and more discreet 
identity as: 

Tno7mnerfQitn.org 


LETTERS TO THE EDITOR 


Fiscal stimulus to boost domestic 
demand is priority for Japan 


From Mr Jin Park. 

Sir. I agree with Lex 
(“Japan's economy”. June 
15) that creating Inflation is 
not the solution to Japan's 
economic problems but I 
! continue to be amareri that 
economists are not yet in 
consensus on what Japan 
needs to do in order to fix its 
economy. Japanese policy* 
makers need to start taking 
mom drastic measures in the 
form of additional fiscal 
stimulus to boost domestic 


will become self-fulfilling as 
pessimism about the econ- 
omy rises, leading to more 
cuts is spending and an 
acylPTflHnn of capital flows 
out of Japan. The yen will 
get weaker, increasing the 
sale of Japanese assets. At 
some point the yen will 
reach equilibrium, but after 

triggering a new currency 
crisis in Asia and spar kin g 
massive selling of -financial 
markets globally, 
japan needs to move away 
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demand. The fiscal cost is erf from wasteful fiscal stimulus 
secondary importance com- packages that in the past 


pared to the rising price tag have been targeted at mrra- 
for allowing the eoonomy to structure sp endin g, keeping 


con trad. 

They need to act quickly 

to put a brake on the decline 
in business and consumer 
confidence or the downturn 


afiva many of the construc- 
tion and real estate compa- 
nies foyt are responsible For 
Japan's current ban k i n g 
problems. Fiscal stimulus 


needs to be in the form of 
tax cuts for consumers and 
businesses and thi s nee ds to 
be dome in conjunction with 
a decisive programme to 
restore confidence in the 
banks. 

Only when these measures 
are implemented wifi busi- 
ness and consumer confi- 
dence stop felling and stabil- 
ity return to the Japanese 
economy and the yen. 

Until Japan's policy- . 
makers start taking real 9. 
steps to fix the economy, ’ ! 
shorting the yen will be the 
money-making trade 
for every hedge fond In the 
world. 


W-i 

H-i 


nn 


* f T 
Mi 


Jin Park, 

11333 Berwick St-, 

Los Angeles, CA 90049. US 


Perpetuating a myth about equity premium 


From Mr Stuart Reeve. 

Sir, Richard Waters’ com- 
ment (“Risk premium para- 
dox", June 15) that the 
equity premium is heading 
towards “a long-overdue 
reinstatement of normality" 
perpetuates a myth regard- 
ing this much discussed fig- 
ure. So often the “long-term 
mean" of around 5 to 6 per 
cent is bald out as the figure 
the market is aiming for. 
This is usually arrived at by 
measuring the long-term per- 
formance of equities, 
through some fpdgr proxy, 
as against the risk-free 
return, proxied by long-term 
government bands. 

This Hno of argument is 


flawed. What is measured in 
the above process is the 
achieved return. Surely with 
the market being for- 
ward-looking, the determi- 
nant erf equity prices is the 
expected premium. The his- 
torically achieved excess 
return will only equal that 
which was expected if mar- 
ket expectations are exactly 
equal to subsequent events. 

There is unfortunately 
very little work available on 
the expected level of perfor- 
mance. A survey of UK fond 
managers in a Lloyds Bank 
Review in 1967 revealed an 
expected level of equity pre- 
mium of around 3 per cent 
over a 10 -year period in the 


UK. Interestingly, a subse- 
quent historical study of 
that period reveals an actual 
outperformance of around 6 
to 7 per cent. The reason 
then was dearly the unex- 
pected high inflation of the 
early 1970s, which destroyed 
the gilt return. 

It seems likely that the jj. 
equity premium is much 
more stable than that 
suggested by Mr Waters and 
probably closer to 2 to 3 per 
cent than 5 per cent. 


Stuart Reeve, 

European equity research. 
Robot Fleming Securities, 
25 Copthall Avenue, 
London EC2R 7DR, UK 


Lifeboat offers the ideal recruitment test 


From Professor Albert Weals. 

Sir, As a way of judging 
people - and not just for 
recruitment - the test of 
whom you would want to fly 
wife is a good one, as Lucy 
Kellaway reports (“Recruit- 
ment theory in need of an 
upgrade”, June 15). But 


there is a useful supplement 
Discussing with a colleague 
a mutual acquaintance, 
whom some find difficult I 
said I would not mind sitting 
next to him on a trans- 
Atlantic trip. “Neither would 
I," replied my colleague, 
“but I would not want to 


share a lifeboat with him." 

Perhaps the lifeboat ques- 
tion would be worth adding 
to the recruiters' lexicon? 


Albert Weale, 
professor of government 
University of Essex. 
Colchester C04 3SQ, UK 


Number One Southwark Bridge, London SE1 9HL 
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WHERE DOES YOUR 

BANK RANK IN THE 1000 


Internet plumber needed 


Many observers have long predicted the convergence of the telecoms and computer 
industries. Now it is actually happening, says Louise Kehoe 


TOP 1 000? 


W0RID 

BANKS 

To be published in the July 


E ver since the tele- 
phone industry 
began adopting dig- 
ital technology in 
the 1980s, industry pundits 
have been predicting “con- 
vergence" between the tele- 
communications and com- 
puter industries. But 
somehow a merger between, 
say, AT&T and International 
Business Machines never 
materialised. 

Finally the much-touted 
convergence is happening, 
though not quite in the way 
many expected. Instead of 
the two industries meeting 
in the middle, technologies 
developed for computer net- 
works are edging out those 
in the “old world" of tele- 
phony. transforming the 
co mm u ni cations equipment 
industry in the process. 

To defend their turf tele- 
coms companies — many erf 
which are cash-rich in spite 
of the technogical challenge 
- have begun to acquire 
computer networking exper- 
tise. They are doing deals 
with, or buying outright, the 
companies that manufacture 
the equipment that directs 
traffic on Urn internet: the 
so-called “plumbing”. 

In the largest deal to date. 
Nortel, the Canadian tele- 
coms group, this week 
bought Bay Networks, a Sili- 
con Valley leader In data 
communications equipment. 

in an all-share deal valued at 
about $8bn (£4.8bn). The 
goal, said John Roth, Nortel 
chief executive, was to cre- 
ate a company to provide 
equipment for “integrated 
networks" carrying voice, 
data and video signals. 

Until recently the rapidly 
growing computer network- 
ing equipment industry - 
which turns over about 
S30bn annually against the 
more mature $l60bn market 
j for telephone network equip- 
ment - coexisted In separate 
worlds. No more. The Nortel 
deal follows several smaller 
combinations between com- 
panies such as Alcatel and 
DSC Communications; Ciena 
and Tellabs; Cascade and 
Ascend: Lucent and Living- 
stone. AD have aimed at pie- 
cing together the technolo- 
gies needed to fulfil the ideal 
of “one network does all". 

Above all. the trend is 
being driven by rapid 
growth in internet traffic. 
Once upon a time, telephone 
lines carried voices. But in 


1998 issue of The Banker 




The Banker's July issue, containing 
The Top 1000 World Banks 
listing will be on sale from July 1 . 
Now in it's 29th edition it is 
universally regarded as the 
industry's definitive benchmark. 




The Top 1000 rankings are the 
only ones based on The Basle 
Definition of Tier One Core 
Capital, revealing the true 
standing of every major bank 
worldwide from capital strength, 
to profitability, to return on assets. 


Scrupulously researched 
Rigorously analysed 
Totally independent. 



Quite simply - The Banker's Top 1000 
World Banks fisting gives the complete 
picture on global banking 
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North America now, more 
than half of traffic on public 
telephone hues consists of 
internet data. The ratio is 
tipping further towards 
internet traffic every day. 

This is why the makers of 
telephone network equip- 
ment are becoming jittery. 
“The problem is that tele- 
phone networks designed tor 
voice calls are inefficient 
when it comes to moving 
data," says Charles Cory, 
head of Morgan Stanley’s 
global technology mergers 
and acquisitions team, 
which advised Bay. 


up foe network and mairmg 
a nonsense of foe capacity 
calculations and pricing 
structures of the traditional 
telephone network. Such 

effects are partic ular ly 
marked in the US, where 
many local calls are free. 
The telephone network's 
“backbone” of long-distance 
high-capacity links is thus 
becoming ever more clogged. 

As a result, the telephone 
industry is turning to data 
networking technology sup- 
pliers such as Cisco Sjratems, 
the market leader. Bay Net- 
works and 3Com , as well as 


Internet users stay on the line for 
hours, making a nonsense of the 
capacity calculations and pricing 
structures of the telephone network 


Telephone networks work 
by establishing a link 
between the calling and 
receiving party. They are 
designed to suit the average 
length of a telephone caQ. 
abont four minutes. But 
internet users often stay on 
the line for hours, clogging 


Lucent, the former technol- 
ogy and equipment arm of 
AT&T. These companies 
offer “Internet Protocol” net- 
working equipment instead 
of dedicating a circuit con- 
nection to one call, IP net- 
works chop data si gnals into 
“packets", which are recom- 


bined when they reach their 
destination. 

In the past few weeks, 
Cisco became the primary 
equipment supplier for^ 
Sprint's new high-speed net- 
work. while Lucent signed 
an agreement with MCI, the 
long-distance telephone com- 
pany. to supply equipment 
for a new backbone. The Cis- 
co-Sprint deal served as “a 
wake-up call to companies in 
the traditional telecoms 
equipment industry,” says 
Roger Wery, an analyst at 
Ren a issance Worldwide, the 
IT consultants. 

Cisco. . in particular, is 
launching a serious chal- 
lenge to the established tele- 
coms equipment industry. 
The Silicon Valley company 
is so dominant in the mar ke t 
for internet-style networking ^ 
equipment that it is some- W 
times said to form a technol- 
ogy triumvirate with Micro- 
soft, the software leader, and 
Intel, the world’s biggest 
chipmaker. 

The message is not lost on 
companies such as Nortel. 
Like mainfr amo computer 
makers overtaken by micro- 
processors in foe 1930s, mak- 
ers of telecoms equipment 
are having to respond 
quickly to technological 
change. If they do not, they 
risk being leapfrogged by a 
new generation of data net i 
working companies. 

Yet attempting to marry 
telecoms and data bust- j 

nesses may be far from | 

straightforward. “It is going . J 
to be a nightmare," says 
Maribel Lope 2 of Forrester vw 
Research, a US market 
research group. “They speak 
different languages.” 

Nortel and Bay Networks 
will have to overcome cul- 
tural and technological dif- 
ferences. she says. "It is 
going to be a gnarly, ugly 
merger." 

Such potential diffleultiffl 
“otwithstanding, the Nortel 
tie-up is unlikely to be the 
last of its kind. Far fr om it. 

Mr Cory predicts a “massive 
convergence" as the rise to 
internet data traffic, well 
ander way in the US. sweeps 
through Europe and Asia- 
It may be too late far ■ 
AT&T and IBM to tie the 
knot. But, if Mr Cory is 
right, telecoms companies ■ 
worldwide may be consider- 
lng emulating Nortel - by 1 

snapping up an internet 1 

plumber of their own. I 
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The uncontrolled decline of the 
yen against the dollar over the 
past few days poses a threat not 
only to Asia, bat to the US and 
Europe. The case for concerted! 
intervention to stabilise the 
Japanese currency might thus 
appear self-evident. But Robert 
Rubin. US Treasury secretary, 
has rightly expressed doubts 
about the effectiveness of such 
action. In the absence of more 
fundamental measures by the 
Japanese, currency intervention 
would be futile. 

Japan is on the brink of a 
slump that would do immense 
damage. With rising unemploy- 
ment,. collapsing returns on 
investment and a question 
mark over the solvency of the 
banking system, Japanese con- 
sumers are deferring spending 
and hoarding cash, while busi- 
ness is slashing investment. 

The policy response to this 
dangerous situation has been 
grossly inadequate. With the 
official discount rate at as per 
cent, there is little scope to 
lower interest rates. Yet April’s 
Y16,000bn ($uobn) fiscal pack- 
age merely compensated for the 
previous year's budgetary tight- 
ening. With low Interest rates 
and poor prospective returns on 
other assets, money Hoods out 
The natural diversification of 
Japanese portfolios exacerbates 
yen weakness. As the currency 
tumbles, the risk of further 
Asian devaluations rises. 

There is widespread scepti- 
cism about the ability of fiscal 
policy to reflate the economy. 
This is partly justified, since 
there is a risk that any tax cuts 
will be saved. But where public 
spending is concerned the argu- 
ments are misconceived. With 
the exception of the big package 
in September 2995, most of 


Japan's fiscal packages have 
been largely cosmetic, relying 
heavDy on asset shuffling for 
their headline impact. The 
package was effective, until sab- 
otaged by premature tax 
increases. 

Policymakers in the 'ruling 
Liberal Democratic party are 
expected to announce a further 
fiscal boost after the upper 
house elections on July 12. But 
there is no indication that Ryu- 
taro Hashimoto, the prime min- 
ister, and his colleagues have 
yet grasped the size of the Chal- 
lenge. What is needed is a very 
large package, equivalent to at 
least 3 per cent of gross domes- 
tic product — and probably 
more. The government must 
also commit itself to s ustaining 
expansionary fiscal policy until 
the economy has fully recov- 
ered. Only in that context «»n it 
safely proceed with desirable 
structural reforms. 

In designing the package, one 
element should be a large tem- 
porary cut in consumption 
taxes, to bring spending for- 
ward. But there should also be 
indefinite cuts in income fa>*. 
Because of the risk that tax 
cuts may be saved, public 
works, however inefficient, 
must be included as well In 
addition, confidence in the 
hanking system will not be 
restored until insolvent banks 
are closed, though with full pro- 
tection of depositors. 

The combination of a sus- 
tained fiscal expansion with 
loose monetary policy and 
structural reform should boost 
domestic demand, restore confi- 
dence and slow the yen’s slide. 
Such a radical policy change is 
in Japan's own interest With- 
out it the prospects for Japan 
and the rest of Asia look dire. 
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The European Union’s Cardiff 
summit lived down to expecta- 
tions. Billed as a ^stock-taking, 
exercise J after* last . month’s 
launch of the single currency, it 
betrayed the contradictions 
besetting the efforts of the 15 
governments to establish a new 
political direction for the union. 

Tony Blair. UK prime minister, 
saw the summit as the moment 
to launch a fresh debate on 
strengthening the democratic 
.^legitimacy of the Ell’s mstitu- 
^Tptions and aligning its priorities 
with voters' preoccupations. He 
found ready support from Ger- 
many's Helmut Kohl and 
France’s Jacques Chirac. For dif- 
ferent reasons both see political 
advantage in denouncing the 
alleged intrusions of Brussels 
into national life. 

Mr Blair may be right that -the 
post-war Europe of the elites 
needs adaptation. But the 
exchanges hi Cardiff appeared to 
owe much to short-term expedi- 
ency. Thus Mr Kohl, facing an 
uphill struggle to survive Sep- 
tember’s German elections, railed 
against restrictions on the rights 
oT the LSnder to dole out indus- 
trial subsidies. Mr Chirac chided 
jsj t the European Commission's 
■ efforts to interfere in the alloca- 
tion of tickets for the World Cup. 

Such easy populism gives the 


principle of subsidiarity a bad 
name. As the summit's communi- 
que ackrmwledges,jgQvenunents’ 
habit of bending the rules o£ the 
single market demands stronger 
intervention by the Commission. 
There is much to be said for pro- 
moting co-anhna£ian of economic 
policy through peer pressure 
rather than by fresh regulation. 
But Brussels must not become 
tiie scapegoat for the domestic 
troubles of EU governments. 

It Is the Commission's role to 
propose EU legislation - and as it 
has done in recent years, it 
would do well to focus on doing 
less, better. But .it has always 
been for governments to dispose. 
Scrutiny by EU leaders of the 
boundaries of union and national 
competences must start from an 
honest assessment of the present 
position. That includes the Com- 
mission’s role as guardian of the 
rights of smaller EU nations. 

The most dispiriting aspect of 
the summit, however, was its 
failure to inject momentum into 
the reforms - financial, agricul- 
tural, and institutional - essen- 
tial to proceed with enlargement 
to the east The union needs a 
new political script. There is 
none better than adding sub- 
stance to the oft-stated promise 
to extend peace and prosperity to 
the former communist states. 
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The remarkable success of 
Pauline Hanson and her anti- 
immigration One Nation party in 
Australia's Queensland state 
election is causing political tur- 
moil in that country. I t is also 
likely to damage Australia’s 
image as an open, multicultural 
society. It is an embarrassment 
to John Howard, the prime minis- 
ter, and his ruling Liberal- 
fit National coalition. But it needs 
v to be kept in proportion. 

Ms Hanson won almost a quar- 
ter oT the votes In Queensland, 
mainly from the disaffected rural 
population- She may even end up 
holding the balance of power in 
the state. But her success was 
based on blatantly populist pol- 
icies, like cheap loans for form- 
era, as well as barely-disguised 
racism, seeking to curb Aston 
immi gration and a b o l i sh Aborigi- 
nal land rights. 

Mr Howard’s National party 
coalition partners have immedi- 
ately called for an early general 
election, apparently fearful of los- 
ing yet more votes to Mis Hanson 
if the poll is long delayed- It is a 
tough call for the prime minister. 
If be goes too soon, be could 
. allow One Nation to benefit from 
f what might be short-lived popu- 
larity. But if he delays, the party 

may yet gather momentum. The 
latest national poll suggests it 


has picked up support to about 11 
per emit still weU short of the 23 
per cent Ms Hanson won in 
Queensland. 

The dilemma is partly of Mr 
Howard's own making. He hesi- 
tated for too long to condemn 
One Nation's extremism and has 
laid himself open to charges of 
seeking to benefit from the back- 
lash. ' Such prevarication has 
done him do good. The same poll 
puts his government on 87 per 
cent support, down six points, 
against 40 per cent for the opposi- 
tion Labor party. 

The rise of Ms Hanson is seen 
lathe rest of Asia as an ominous 
reminder of the discredited 
“white Australia” immigration 
policy, abandoned in 1973. But 
there is no going back. The coun- 
try has benefited greatly from 
Aston Investment, immigration 
and tourism, and the majority 
knows it. 

AH political parties must recog- 
nise. however, that there is genu- 
ine concern about land rights leg- 
islation- Laws that appear to 
giant the Aboriginal population 
- two per cent of the total - 
rights to 78 per cent of toe land 
are seen as excessive. They 
afrfttiiil be amended sensibly, witn 
cross-party agreement, and not in 
the heated atmosphere of a race- 
based election. 


Is China Asia’s next domino? 

China is caught between the falling yen and a Clinton visit. James Kynge and John Ridding 
ask whether it can continue to play a strategic role as the region’s stabiliser 


C hina's role as an 
anchor is Asia’s finan- 
cial storm has never 
been mare crucial. 

A devaluation of the renminbi 
at this stage would almost cer- 
tainly precipitate another twist 
in the downward spiral of the 
Asian crisis. That could break 
the Hong Kong dollar's peg, trig- 
ger a new round of currency 
depreciations, and increase the 
damage that Asia’s troubles are 
already doing on the western 
world's stock markets and econo- 
mies. In Asia itself, it would 
increase corporate indebtedness, 
hampering both recovery and 
restructuring (especially if the 
yen fell further). It could also 
hammer commodity producers 
(Including Russia). 

Yet just as the world looks to 
China to hold firm, there are 
hints that its resolve may be 
’weakening. Xiang Huaicheog, the 
finance minister, said yesterday 
that a failure to attain China’s 
target of 8 per cent growth this 
year would affect the stability of 
the renminbi It was the bluntest 
sign so for that Betting’s pledge 
not to devalue is not be set in 
stone. Annualised growth was 12 
per cent in the first quarter. 
Many independent economists 
reckon that growth will foil fur- 
ther later this year. 

The burning question Is 
whether Mr Xiang’s remarks, and 
other more subtle signals, reflect 
a genuine change of heart in 
China or whether they merely 
provide evidence of manoeuvring 
for political advantage before a 
summit this month between Bill 
Clinton, the US president, and 
Jiang Zpmin his Chinese coun- 
terpart 

The answer is probably a bit of 
both. By blurring its commitment 
not to devalue, China's govern- 
ment hopes to strengthen its 
negotiating position ahead of its 
most important diplomatic 
engagement of the decade. 

But this is not the whole story. 
China may also be starting to 
prepare arguments for a future 
devaluation if the pain of its cur- 
rent stance becomes intolerable. 
China's currency Is tied to the 
dollar. Hence It is appreciating 
dramatically relative to those of 
its Asian neighbours (Indonesia's 
currency, for example, has fallen 
over 80 per cent against the ren- 
minbi). Exports are now foiling. 

Worse, tire government had 
been counting on powerful export 
growth to generate new jobs 
capable of absorbing some of the 
redundancies - that will result 
from a new programme of state- 
sectqj- reform. That job creation 
now looks in doubt, casting a 
shadow over the programme of 
reforms which define the new 
government of Zhu Rongji who 
became premier in March. A lot 
is riding an the currency deci- 
sion- 

“The official answer on devalu- 
ation has until now been a flat 
no. But now we are dealing with 
changes of a different quantum,” 
said one senior foreign banker, 
referring to the recent depreda- 
tion of the yen and Japan's 
descent into its first recession 
since the 1974 oil shock. “The 
equation is no longer immutable. 
Many factors are involved." 

A senior Chinese official, who 
declined to be identified, said 
that contingency plans based cm 
a yen depreciation to Y170 and 
even Y20G against the US dollar 
were being studied. 

He added that although a 
devaluation was not being consi- 
dered, there was a new emphasis 
on counting the cost of the policy 



in terms of exports, tax revenues 
and the dislocation it is causing 
to macroeconomic policy. 

The issue appears assured of 
some prominence during Mr Clin- 
ton's visit to China from June 25 
to July 3. China hopes to receive 
a quid pro quo from Washington 
in return far its stance against 
devaluation. 

This could mean various 
things . Chinese officials say they 
want the US to apply more pres- 
sure on Japan to support the yen 
and perhaps even to step in to 
help defend the Japanese cur- 
rency itself. Breaking the yen's 
foil would ease the pressure on 
the renminbi Mr Clinton, how- 
ever, may feel constrained from 
making even implicit criticisms 
of Japan, Washington's key stra- 
tegic ally in Asia, while visiting 
Japan's ambitious neighbour. 

Another item mi the summit 
agenda, China's negotiations to 
enter the World Trade Organisa- 
tion, may also receive a boost, 
officials say. despite repeated US 
attempts to divorce WTO negotia- 
tions from Beijing’s stand on 
devaluation. Chinese trade offi- 
cials argue that their exchange- 
rate policy evinces a level of 
responsibility which should be 
reciprocated by trust from the US 
and the European Union 

Trust is key because China 
expects to be admitted to the 
WTO, sooner or later, but with a 
transition period. Betting hopes 
that the US and EU will help it 
win concessionary deadlines on 
market liberalisation. 

But although it is clearly in 
China's interest ahead of the 
summit to accentuate its sacri- 
fices, its political manoeuvring 
should not obscure the foot that 
Its economic pain is real 

Though China has not been hit 
by a wave of investment panic, 
the nation that it has been insu- 
lated from Asia's crisis is quite 
wrong. The question now is 
whether the region's second- 
largest economy may become the 


next domino to tumble. 

In the first five months of this 
year, exports grew by only 8.6 per 
cent compared with the year-ago 
period, a sharp decline from the 
20.9 per cent recorded for the 
whole of last year. Then, in May. 
exports suffered their first year- 
on-year decline for 22 months, 
falling 1.5 per cent. Some indus- 
tries, such as textiles, are in dire 
straits, partly because of a loss of 
competitiveness following cur- 
rency depreciations in south-east 
Asia and South Korea. 

Trade is an important factor in 
Its own right Exports contrib- 
uted about 2 percentage points in 
China's 8.8 per cent GDP growth 
last year. And the trade slow- 
down has contributed to the 
slowdown in gross domestic prod- 
uct: growth in the first quarter 
was 72 per cent and many econo- 
mists predict a further slowdown 
in the second and third quarters. 

But more important still is that 
trade problems threaten to skew 
or hamper the reform programme 

‘Devaluation for 
China is not an 
effective instrument 
to solve their own 
internal problems’ 


to which Mr Zhu has dedicated 
his premiership. The government 
had been relying partly on the 
robust economic performance of 
its export-oriented coastal 
regions to provide employment 
for the millions of workers laid 
off as a by-product of state-owned 
enterprise reform. Now that 
these areas are less able to take 
the strain, the pressures for delay 
in tbe government’s industrial 
reforms have intensified. 

So for the leadership's response 
has been to galvanise local gov- 


ernments into a spending splurge 
on infrastructure as a way to 
stimulate the economy and meet 
the 8 per cent growth target 
which - second to the mainte- 
nance of social stability - has 
become Beijing's highest priority. 

But. said Qu Hongbin, manager 
of research at Dresdner Klein- 
wort Benson in Hong Kong, the 
haste which has accompanied the 
infrastructure spending has 
raised concerns over the quality 
of projects undertaken. 

Moreover, bank lending to such 
projects may be equally question- 
able. thus running counter to Mr 
Zhu’s aim of improving the asset 
quality of financial institutions 
as a main plank in the nation's 
banking reform. It also raises 
uncomfortable echoes of the 
politically motivated lending poli- 
cies that went to disastrously 
awry in Indonesia and South 
Korea. Bad or problem loans in 
the Chinese banking system 
already amount to about 20-25 
per cent of all outstanding loans. 

Another source of strain has 
been in national tax revenues, 
which are foiling behind target as 
industrial profits decline sharply 
(taxes on corporate profits con- 
tribute a disproportionate share 
of government revenues). Such 
revalues are to be hit further by 
the tax rebates the government 
has granted exporters to compen- 
sate for difficulties. 

But nowhere, perhaps, has the 
pain of not devaluing been more 
apparent than in Hong Kong, 
which reverted to Chinese rule 
nearly a year ago. 

“No one should doubt the tre- 
mendous sacrifice that both Hong 
Kong and the mainland of China 
are bearing to prevent the prob- 
lem of currency depreciation 
from cascading.” says Tung 
Chee-hwa. Hong Kong's chief 
executive. “The stability or the 
renminbi and the Hong Kong dol- 
lar must be maintained as the 
anchors of currency stability in 
Asia.” 


Most economists now believe 
GDP in the territory wUI fall by 
between H per cent this year, its 
first contraction since records 

began. Dong Tau. senior econo- 
mist at Credit Suisse First Bos- 
ton. estimates that wealth equiv- 
alent to more than two years' 
GDP had been wiped off property 
and share price values before the 
falls of the past week. Rising 
unemployment, which climbed to 
a 15-year high or 4.2 per cent by 
the end of May. has fuelled fears 
of defaults on mortgage loans. 

So acute is the pain in Hong 
Kong that it may paradoxically 
provide arguments against deval- 
uation. Officials in Betting realise 
that a fall in the renminbi now 
would almost certainly drive 
Hong Kong property and share 
prices lower, putting severe pres- 
sure on Hong Kong's peg to the 
dollar. Most believe that if the 
peg snapped, it would trigger a 
financial crisis in Hong Kong. 

That spectre provides Beijing 
with its most persuasive argu- 
ment against devaluation. But 
not the only one. 

“Devaluation for China is not an 
effective instrument to solve 
their own internal problems, " 
says Yukon Huang, bead of the 
World Bank in China. This is 
“because the Asian market is so 
weak that devaluation would not 
provide the boost they are 
looking for and Chinese exports 
are still competitive in the US 
and EU." 

The bottom line, according to 
many commentators, is that as 
long as Asia’s financial storm 
rages, it would be rash to 
devalue. But it Is plain that the 
costs of the strong-currency pol- 
icy are growing and they could 
grow a lot more because of 
events elsewhere in Asia. The 
new communist leadership may 
want not to devalue but if the 
yen were to fall a long way fur- 
ther. it may yet find the tempta- 
tion to adjust its currency diffi- 
cult to resist. 
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In a spin 
over Serbia 


As Nato jets flexed their muscles 
over the Balkans, Greek diplomats 
were tying themselves in knots 
over their country's cosy 
relationship with Yugoslav 
President Slobodan Milosevic. 

White Greece's pilots were 
preparing to join their Nato 
colleagues In a threatening display 
of air-power, one HeSenic Top Gun 
was heading for Belgrade to join 
the Yugoslav air force In a display 
of a different kind. 

Other countries invited to take 
part in Belgrade’s annual air show 
- Bulgaria, the Czech Republic, 
Romania and Russia - were quick 
to decline in protest at Serbia’s 
crackdown on ethnic Albanians In 
Kosovo. Athens was slow on the 
uptake and had to send frantic * 
messages to the Greek embassy in 
Belgrade to retrieve the fancy 
Mirage fighter- Anxious hours 
elapsed before permission from the 
Yugoslav authorities was 
forthcoming - the embassy pager 
was out of order - and the Mirage 

flew out just before the show 
started. 

Still, Milosevic wont complain. 
Greece is the one country in 
western Europe where he keeps a 
vffla and Is welcome to sun himself 
on itis yacht 

Child’s play 

Business school bigwigs from 70 
countries have descended on 


Chicago for this week’s Global 
Forum on Management Education. 
Once every five years the deans of 
afl the world’s great business 
schools get together to compare 
notes -and behave as if they were 
back at school themselves. 

Delegates were treated to an 
Olympto-atyle entrance with the 
flags of afl the nations represented, 
followed by a musical session led 
by a compere dressed as Lfoemce; 
he conducted the entire audience 
in a rendition of Beethoven’s Ode 
to Joy, played on miniature 
xylophones. After that, each 
delegate was asked to stick thair 
hand in a bucket of paint and 
make a palm print on (he wall. 

Still to come is a session 
covering office politics and Its 
place in the MBA curriculum. 
Illustrated, perhaps, with a game of 
musical chairs? 


Inflated 


It’S an unwritten rule that the 
larger the flotation, the ad Bor fite 
stunts. Hence heavy engineering 
group Alstom's plans to mark its 
$6bn-pfeis float on Monday with 
shenanigans In three cities. 
Logo-bearing abseiters wM spend 
four hours hanging off the London 
Stock Exchange tower, while in 
New York aTGV fast train (as 
produced by Alstom’s transport 
division) wfll be set up to look as if 
It burst into the street from a 
downtown subway station. Aid In 
Paris, where what used to be 
GEC-Alsthom will have its main 
listing, the colonnade that graces 


the Bourse will be stuffed to the 
ceiling with enormous red. white 
and blue balloons. Left hope 
Alstom's balloon doesn't burst 

Midfield general 

Relief ail round for football fans In 
Dortmund - and not only because 
the German national team cruised 
through their World Cup opener In 
France. Workers instaffing 
under-soil heating at the stadium 
of local heroes Borussia Dortmund 
found more than they bargained 
for a 1,0001b bomb was buried 
three feet under the half-way line. 

The 55,000 capacity arena and 
several surrounding streets were 
evacuated before the device, 
dropped by AIRed forces in the 
second world war, was tackled by 
bomb disposal experts in an 
operation that must have been as 
nerve-wracking as a cup final 
penalty shoot-out A crucial save. 

Between friends 

ABN Amro, that pillar of 
Amsterd a m's dubby financial 
scene, insists that its ultimately 
thwarted bid for Belgium's 
Generate da Banque wasn't hostite. 
But the Netherlands’ biggest bank 
now finds itself playing a 
supporting role in what may tum 
out to be the first In a wave of 
unsolicited takeover attempts by 
Dutch companies. 

As ABN Amro chairman Jan Kadf 
was unveiling its offer for Generate 
last month, his bank quietly sold a 
5.9 per cent holding in 


Utrecht-based property developer 
BreevasL The stake went to rival 
developer Uni-Invest, which 
promptly built on it to amass a 
majority. 

Breevast Is small beer compared 
with GGrterale. Yet it is only a few 
years since ABN Amro sought a 
takeover - friendly, of course - of 
that company too. Tbe idea was 
abandoned, but not before one 
Caroline de Btevre had made a tidy 
profit on dearng in Breevast 
shares. She had overheard her 
husband, Louis, talking about the 
mooted acquisition. When the affair 
came to light last year, Louis de 
Bifevra quit his job - as head of 
inve stmen t banking at ABN Amro. 


Dear John 


Environmental regulations can have 
the strangest effects. Plumbing 
suppliers in Ontario are flush with 
cash because of a thriving 
cross-border toilet trade. A 1994 
water conservation Law limits US 
toilets to 1.6 gallons per flush - so 
US citizens are driving north 
across the border to pick up 
high-capacity Canadian WCs. 

There's nothing customs officials 
can do to stop the cross-border 
flow; loflets are available duty-free 
in Canada under the North 
American Free Trade Agreement. 
But Michigan congressman Joe 
Knoflenberg reckons that the whole 
situation stinks- His answer is to 
dump the offending regulations 
and aflow US manufacturers to 
compete on equal terns. This one 
could run and run. 


100 years ago 

Germany Remains Neutral 
New York. 16th June. The 
German Minister to the United 
States has announced to the 
State Department at Washington 
that Germany has no Intention 
of departing from its attitude of 
neutrality in connection with the 
war between the United States 
and Spain. An official note 
states:- “All conjectures which 
the Press and political circles in 
Spain are building up on the 
supposed intention of Germany 
to abandon her neutrality in the 
Philippines question are entirely 
baseless. The arrival of German 
men-of-war at Manila Is 
perfectly natural, for the great 
German interests there demand 
protection.’' 

50 years ago 

Malayan Unrest 
Kuala Lumpur, June 16. Wide 
powers have been given to-day 
to the police and other 
authorities by emergency 
regulations, announced try the 
Government, covering four of 
the most lawless areas in 
Malaya following the killing 
to-day of three European 
planters- These powers provide 
for the death penalty for the 
unauthorised possession of 
firearms, ammunition or 
explosives. The polios can 
impose curfews, close roads, 
requisition vehicles or boats, 
seize seditious documents. 
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Telecomedy 


Telecom Italia's boardroom squabbles 
have turned what was supposed to be the 
country’s flagship privatisation into a 
laughing stock. Were it not for Italy’s 
roaring bull market - which has masked 
a sharp underperfbrmance since millions 
of investors were sold shares last October 
- the spectacle would be more tragedy 
than comedy. Telecom’s underlying busi- 
ness is profitable. But that is not enough. 
The erstwhile monopoly needs a clear 
strategy and a change of culture to meet 
the threat of competition; instead, it has 
infighting worthy of the Borgias. 

Such is the turmoil that some in Home 
are talking about recruiting Dick Brown, 
Cable and Wireless's American chief exec- 
utive, to sort out the mess. He certainly 
has experience in taking over companies 
where both chairman and chief executive 
have left And if such a move involved a 
merger of the two companies, who knows, 
the ambitious Mr Brown might Dot mind. 

If this was the first boardroom struggle 
at Telecom Italia, it might be bad luck. 
But it is not There is a deep-seated corpo- 
rate governance problem. Italy lacks a 
tradition of public companies with manag- 
ers accountable to independent boards 
and boards accountable to institutional 
shareholders, in this case, the shareholder 
activism is left to the Agnellis and the 
Italian Treasury. 

None of this is a good advertisement for 
corporate Italy. At present, money is pour- 
ing Into the Milan stock market But after 
next year's launch of economic and mone- 
tary union and a single European capital 
market, Italian investors will feel Increas- 
ingly free to put their funds elsewhere. 
Italy needs to smarten up its act 

Gucci 

Prada’s last-growing stake in Gucci sug- 
gests it is feeling predatory. And why not? 
Gucci's heavy dependence on the spend- 
ing power of Japanese and other Asian 
customers has left it vulnerable. Its 
shares fell from $70 in mid-1997 to $42 at 
the start of the year, when they attracted 
Prada's attention. Now t rading at just 14 
times 1999 earnings, they still look cheap 
relative to other luxury listings such as 
Hermes and BulgarL Meanwhile, as a pri- 
vate company. Prada has been free to 
keep its financial performance behind a 
shroud. 


Telecom Italia 

SteE price relates to the Comfl tad© 



Prada may be content with a decent 
trading profit on tts investment and a 
signal to the market that Asia-related 
fears are overdone. However, an aggres- 
sive posture is more likely. Gaining a seat 
on the board of its main competitor - 
perhaps affording access to customer 
databases and information on new store 
sites - seems one possible goal. 

Although Prada is now Guccfs largest 
shareholder. It is unlikely on its own to be 
able to afford the $3bn-plus a hostile bid 
would require. It may prefer to seek influ- 
ence from a minority position. This would 
be more sensible as the savings from a 
full merger look minimal meaning a pre- 
mium would depress returns on invest- 
ment. Furthermore, unless Prada were to 
introduce a bolding company structure to 
keep the brands separate, cannibalise tion 
of each other’s markets might well be the 
unfortunate result. 

Glaxo/SmithKTme 

The House of Commons select commit- 
tee is right to Issue a reminder - if any 
were needed - that the rupturing of Glaxo 
Wellcome and S mithKIin e Beecham's 
merger plans is to be lamented. But the 
committee's lament gets the reasons 
wrong. Wistful references to a “national 
champion" are out of place far interna- 
tional companies answerable to their 
shareholders, not the government Indeed, 
if the committee members are really both- 
ered about UK science jobs, they should 
heed the joint call from the two compa- 
nies for better science education. 
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But the central point remains: if the 
logic for combining the pair's research 
and development effort remains so strong, 
surely the management issues that 
blocked this should be soluble. The mar- 
ket still lives in hope: hence the fillip to 
SmithKIme's share price from a rumour 
(since squashed) that Jan Leschly, chief 
executive, was going to accept a huge 
golden goodbye. This shows how any 
change in the balance of power between 
the two companies would revive the pros- 
. pect of a deal With Glaxo nearly through 
its post-Zantac blues, the medium-term 
outlook for its drugs pipeline commands a 
higher rating than SmithKIine. The 
smaller, more diverse company remains 
under more pressure to prove its worth as 
an independent entity. 

UK energy review 

The UK government is taking its trmp 
to explain its energy policy to the outside 
world: not surprisingly, given the number 
of circles it is trying to square. To win a 
reprieve for coal, it has to convince the 
generators to lock into coal contracts - 
probably at above market prices. But they 
will agree only if co mp e titi on from gas- 
fired power stations is choked off. This 
means less competition in a generation 
market where National Power and Power- 
Gen already set the price. 

Forcing big asset Aigprwaiig might rectify 
this. The generators have been down this 
road mice before, selling plants to East- 
ern, without any visible weakening of 
their market dominance. But that does 
not prove anything. Three players may 
stfli be able to avoid the temptation to 
compete too vigorously. Introduce, say, 
another two, and the picture could 
change. 

PowerGem keen to acquire a regional 
electricity company, may oblige. After all, 
if competition does indeed increase in 
generation, the main argument against its 
pursuing vertical integration drops away. 
But National Power may refuse to play. 
Of course, the two generators could be 
packed off to the Monopolies Commission. 
But then they may take pre-emptive 
action and break themselves up in the 
interests of shareholder value, thereby 
leaving any coal deal in the birch. The 
government is going to need all the skills 
of Euclid to make sense of this geometry. 
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Europe today 

Low pressure over Scandinavia yt ^ C ' 
wtt continue to bring heavy , ■*’ • ■ : ' ' 

showers or longer spells of rain, 

especially ova- western Norway - « 

and Finland. Denmark and '' 

southern Sweden will be drier with ;'i\ 
sunny spells. From the Baltic t. - ';. 

countries to the Balkans, there will ■ . • v?, '] j 

be thundery showers. From ' 'X'm 

western Russia to the 

Mediterranean, it will be sunny , •_ ; ■. Jrcaj 
and hot Western and central * / y. 

Europe win become fine and dry ysQylB I. J 

with sunny spells, although It win Sr. : ' 
be coo I for the time of year. 

Five-day forecast 

Scandinavia and eastern Europe ■_ .. ^ •: £ j? 

witl be unsettled until the weekend ■ ; ‘ "> 

when rain will edge eastwards, _• ; cjQC' 
giving way to sunny speUs. -■ v” ' - y ' v ^ T ^ 

Western Europe will be largely dry 
and sunny and it will become 

much warmer, but some thundery .TjK- 

showers are possible by the end r- •- ' 

of the weekend. >■ 
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IRA signals intention to 
co-operate over weapons 

Republicans might destroy own arms in presence of observers 


By Jimmy Bums In Belfast 

A senior figure in the Irish 
republican movement yesterday sig- 
nalled that the IRA was prepared to 
co-operate in the decommissioning 
erf weapons over the next two years 
as part of the im pleme nte d i on of 
Good Friday peace agreement. 

Padraic Wilson, the IRA’s com- 
manding officer in the Maze prison, 
said that while he did not see any 
“likelihood" erf weapons being sur- 
rendered to the security forces, he 
was hopeful of the IRA agreeing to 
alternative ways of disarming, 

"I think a ‘ v o luntar y* decommis- 
sioning would be a natural develop- 
ment of the peace process once we 
get a sense that the arrangements 
envisaged in the agreement are 
beginning to function,** Mr Wilson 
said in an interview with the FT. 

S inn win nffirti*i« are thought to 
have indicated to General John de 
Chastelain, the head of the body 
responsible for overseeing the 
decommissioning of weapons, that 


the IRA might be willing to destroy 
Its own arms dump in the presence 
of independent observers. 

Mr Wilson said it was important 
for Sinn Pfiin, the IRA’s political 
wing, to be allowed to function 
within the proposed Northern 
Ireland assembly on an equal footing 
with other parties following elec- 
tions on June 25. 

He also identified the key dements 
of the republican agenda as: the 
early release of prisoners; the intro- 
duction of effective north/south and 
cross-border institutions; police 
reform; human rights and equality 

of opportunity. 

His statement frR* well short of 
the cast-iron guarantees of an early 
IRA weapons handover that Union- 
ists and Conservative MPs have been 
seeking as a pre-condition for pris- 
oner release and the eventual partic- 
ipation of Sfa" F61n in the 

executive at the fixture assembly. 

But it suggests that it may be pos- 
sible to underpin the spirit and letter 
of the Good Friday agreement 


through some measure of arms 
decommissioning. 

The British and Irish governments 
have said that the decommissioning 

and prisoners issues must be dealt 

with as part of a series ol 
interlocking and interdependent 
institutional and constitutional 
arrangements aimed at ensuring a 
durable peace. 

Mr Wilson said the Good Friday 
agreement had “sown the seeds for a 
permanent end to the conflict” 
between Catholics and Protestants 
and urged the British government to 
play its part In keeping up the 
momentum of the peace process. 

“The government of Tony Blair 
has been qualitatively different to 
any of its predecessors in fixe way it 
has been willing to engage with and 
respect republicans as political 
equals,” Mr Wilson said. 

-But Mr Blair must remain 
focused on the peace process. It 
could prove disastrous if he takes 
his eye off the ball.” Mr Wilson 
said. 


Bank of Japan tells government 
only reform can halt yen’s slide 

Pressure grows on Hashimoto for bigger fiscal stimulus package 


By fiSbrn Tett In Tokyo 

Masaru Hayami, governor of the 
Bank of Japan, yesterday warned 
that Japan's equity and currency 
markets might not recover unto the 
country made serious efforts to solve 
its financial problems. 

The Bank of Japan also warned in 
its regular monthly report that ris- 
ing unemployment, which hit a 
record 4.1 per cent in April, could 
offset any economic boost from the 
government's YlG,700bn (JlJflhn) fis- 
cal stimulus package. 

The comments are likely to rein- 
force the pressure an the govern- 
ment of Ryutaro Hashimoto, Japan's 
prime minister, to unvefi fresh ini- 
tiatives, boost demand and clean up 
the heavily indebted h anking sector. 

Several Asian and western coun- 
tries have also stepped up p res s a re 
on Japan to announce policies to 
reverse the downward slide in the 
yen. 

The US Treasury yesterday said 


Lawrence Summers, deputy Trea- 
sury secretary, was considering a 
visit to Tokyo to discuss the deter- 
iorating economic situation. If the 
trip went ahead, discussions would 
encompass the continued depreda- 
tion of the yen, attempts to stimu- 
late the fla g gin g Japanese economy 

and tha’h rQ flfl ft r 

The yen yesterday rebounded 
sharply during morning trading in 
Tokyo markets to touch Y142.40 
against the dollar, more than Y4 
stronger than the eight-year low it 
recorded on Monday. The Japanese 
currency later weakened to dose at 
around Y146 in late Tokyo trading. 
The Nikkei 225 index, the key stock 
market indicator, closed at 14.7S0J8, 
0.71 per cent down on the day. 

Traders said the surge appeared to 
be driven by hedge funds temporar- 
ily covering their positions ahead of 
possible central bank intervention. 
The Bank of Japan did not appear to 
have actively bought dollars. 

Bank stocks were particularly 


badly hit on unease that the weak 
yen could undermine banks' capital 
adequacy ratios by raising the value 
of overseas assets, this would force 
tanka to raise more capital to keep 
their capital adequacy ratios intact 

Mr Hayami said: “As long as there 
are problem loans, perceptions of 
Japan at home and abroad will not 
brighten.” He said that foreign 
exchange movements usually “cor- 
rected themselves” over time. How- 
ever, he also warned that Japan now 
needed to take urgent action to dean 
out bad loans. 

His comments reflect the bank’s 
growing belief that intervention to 
support the yen will not be effective 
without parallel fiscal policies. 

“Japan's financial institutions are 
stOl burdened with problem loans 
seven years after the bubble col- 
lapsed . . . this is an embarrassment,” 
said Mr Hayami. 

Japan's economic malaise. Page 4 
Bfflwial Comment, Page 13 
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Ford production grinds to a halt 

Ford was facing a production crisis at plants in the 
UK and Germany fast night after efforts to restore 
supplies of key components felled. ForeTs Fiesta 
and Puma car lines were at a standstill as pur- 
chasing executives sought to resolve problems 
with its supplier of door and boot latches. Page IS 

Revitalised Prada stalks Gucci 

When Guccfs shares 
rallied this spring, the 
j board at the Italian fash- 
ion house assumed rt 
had regained the confi- 
dence of the investment 
community. Little did it 
realise that Prada, its 
' arch-rival, was quietly 
buying its stock. Yester- 
day Prada - revitalised 
by the fashion flair of 
Miuccia Prada (left), 
granddaughter of its founder - upped the ante by 
revealing It had raised its stake to 9.5 per cent 
Gucd now awaits Prada's next move. Page 20 

Dual listing for French group 

French chemicals group Chemunax wiB this week 
become the first company to have its shares listed 
on both Easdaq and Euro.NM, the stock markets 
hoping to become Europe's answer to the US 
Nasdaq market Page 24 

Gulf meeting leaves oil unmoved 

New that oil ministers of the six-nation Gulf 
Co-operation Council had agreed in principle to 
cut production in an effort to shore up oil prices 
left markets largely unmoved. Page 26 

Mexican group issues warning 

yitro, Mexico's largest glass manufacturer, warned 
that profits in the second quarter will be hit by 
reoerrt turmoil in financial markets. Its problems 
are due partly to large dollar debts. Page 16 

China may export aluminium 

China, the second largest user of aluminium after 
the US, is likely to switch from rts traditional role 
as an Importer of the metal to become a large 
exporter, an aluminium conference heard. Page 26 

Japanese steelmakers cut output 

Two Japanese steelmakers are cutting production 
to reduce mounting inventories. NKK said it would 
introduce up to two additional holidays a -month at 
its plants from this month, while Kobe Steel b 
considering similar action in July. Page 18 


I, Czech bank chief faces removal 

?_• w The Czech government Is to replace the chief 
executive of Komercni Banka as part of a 

- shake-up at the bank. Richard Saizmann wifi be 

- dismissed at a meeting tomorrow. Page 20 

Equity markets keep eye on yen 

The wavering fortunes of the yen continued to. 

. ; hold the key to activity in world equity markets 

yesterday. European bourses had a subdued day 
as the yen rebounded from recent lows. Page 36 
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Telecom Italia row over CEO 


By James BStz b Tab 


Major shareholders at troubled 
Telecom Italia yesterday 
moved the company towards 
finding a new chief executive, 
despite strong resistance from. 
Gian Mario Rossi gnolo, the 

chairman 

At a heated annual general 
meeting. In which Mr Rassig- 
nolo’s iwwrBmg of the group 
was frequently criticised, lead- 
ing shareholders said they 
were looking far a rhtef execu- 
tive to assume man; of the 
chairman's powers. 

Senior figures in the Italian 
government - which has a 5 
per emit stake in the company 
- made clear Mr Rossi gnolo 
would be forced to band over 


Chairman resists shareholder calls to reduce powers 


much of his authority to a 
CEO later this year. The gov- 
enunent's stance Is supported 
by shareholders including Rat 
Group and Credito Itallano. 

The government figures said 
the creation of a small execu- 
tive, agreed by the Telecom 
Italia board yesterday morn- 
ing, was the first step to forc- 
ing Mr Rosslgnolo to give up 
many of his powers. 

The row over Mr Rossigno- 
lo’s leadership had crane to a 
bead in recent days after the 
sudden resignation of Vito 
Gamberale, as director of 
operations at Telecom Italia. 
Mr Gamberale’s criticisms of 


Mr Rosignolo underlined 
shareholder unease over Mr 
Rossignolo's authoritarian 
style. 

Mr Rosslgnolo told the AGM. 
the first since Telecom Italia 
was privatised last autumn, be 
had no wish to change the 
management structure he cre- 
ated this year, one which gives 
him sweeping powers and dis- 
penses with a CEO. 

In a two-hour speech, he 
ignored calls by leading share- 
holders for a chief executive to 
be appointed and toasted the 
management structure “does 
not change one joe." 

His aides insisted there was 


no question of the company 
appointing a CEO. “The man , 
agement structure that Mr 
Rosslgnolo set tty in January 
will not change,’* said Telecom 
Italia's chief press spokesman. 

Major shareholders made 
dear they would begin a 
search for a CEO. 

The authority of Mr Rossig- 
nolo was further undermined 
yesterday when he acciden- 
tally told shareholders a com- 
mercial agreement with Uni- 
source, the European telecoms 
consortium, had been signed 
the previous night. 

Fifteen minutes later, he 
interrupted proceedings to 


announce he had made a mis- 
take and that talks with Uni- 
source were continuing. 

There was more embarrass- 
ment as three mutual funds 
said they would abstain from 
approving the 1997 accounts, 
arguing the group had not pro- 
tided a coherent industrial 
plan. 

The group announced it was 
suspending development of 
FIDO, the supercordle&s city 
phone system on which it has 
spent L800bn ($450mt. Mr Ros- 
signolo said revenues from the 
system were lower than expec- 
ted and the company would 
review the system before 
announcing further plans. 

Lax, Page U 


Ace buys Lloyd’s underwriting group 


By Christopher Adams, 
fesraance Correspondent 


Ace. the acquisitive 
Bermuda-based insurer, is to 
strengthen its presence at 
Lloyd's of London with the 
acquisition of one of the insur- 
ance market's most profitable 
underwriting agencies for 
6513m in shares. The deal will 
hand John Charman, the 
underwriter running the 
agency, a paper fortune of 
SllOm. 

Ace said it would issue 143m 
shares to the venture capital- 
ists and management owning 
Tar quin, a holding company 
for Charman Underwriting and 
its corporate capital backer. 
The price paid represented a 
premium of 2.6 times share- 
holders’ equity. Ace said the 
combined group would incur 


“acquisition, interest and com- 
pensation'’ costs of some 560m. 


Mr Charman, who has a 22 per 
cent stake to the business he 
manages will tairp over as 
chief executive of Ace UK, is to 
receive shares worth some 
SliOm. 

Marty Dolan, head of Euro- 
pean insurance at Lehman 
Brothers, which advised Char- 
man, said that the value 
placed on the business showed 
“buyers were prepared to pay 
strategic prices for Lloyd's 
businesses”. The transaction is 
the latest to involve insurers 
seeking to build a broader geo- 
graphical base and product 
spread to serve the world's big- 
gest companies. 

Ace. set up to 1985. speci- 
alises in product liability and 
insurance for company direc- 
tors. It also writes aviation, 
satellite and political risk 
insurance. Charman writes 
marine insurance, including 
hull and cargo. It also provides 


aviation war cover. “This is a 
business transaction, another 
stage is the development of 
where we see the speciality 
insurance market going,” said 
Mr Charman. 

Ace already has operations 
at Lloyd's, having bought 
three managing agencies in 
1996. It manages £700m of the 
business Lloyd’s can write. 
Including the WflQm of capac- 
ity that Charman possesses, it 
will manage 9.3 per cent of 
Lloyd’s capacity. 

W illiam Loschert, chairman 

of Ace UK, said: “It's a tough 
market Rates are going down 
and profitability will be down 
over the next couple of years. 
But Charman has out-per- 
formed the average.” 

Shares in Ace rose to 
$35% in morning trading in 
New York yesterday, giving 
the group a market value of 
$6 .5b n. 



Ace In the hole: John Ctimnan after yesterday’s deal Retire Jseon Orton 


MAINLAND COMPANY DROPS CHINA’S FIRST PLANNED OFFERING IN JAPAN CITING ASIAN ECONOMIC TURMOIL 

Chinese abandon Tokyo market debut 


By Janas Ranting in Shanghai 


The first mainland Chinese 
company due to list on the 
Tokyo Stock Exchange has 
abandoned, the proposed offer- 


ing because of the deteriorat- 
ing condition of the Japanese 
stock market 

The cancelled listing of Tian- 
jin Automotive Xiali, which is 
based on China's north-east 
coast, is the latest in a series 
of abandoned share issues by 
Chinese companies on interna- 
tional and domestic markets 
because of Asia's spiralling 
fiwaTuriai crisis. 


The cancellation is also a 
blow to Tokyo's hopes of host- 
ing an international array of 
companies on the stock 
exchange: Several foreign com- 
panies have delisted from the 
Tokyo Stock Exchange to the 
past year, pushing the number 
of foreign companies on the 
exchange down to 56 from a 
peak of 127 in late 199L - 
Tianjin Automotive Xiali, a 
wholly-owned subsidiary of the 
big Chinese carmaker Tianjin. 
Automobile Industrial, was 
due to list next week. The com- 
pany has suspended its plans 
and will “decide the timing of 


the listing based on whether 
market conditions at home and 
abroad recover and regain sta- 
bility", according to Daiwa 
Securities, the lead manager 
fbr the proposed issue Share 
prices in Tokyo sank to then- 
lowest level in nearly six 
months this week, hit by con- 
cerns about the tumbling yen 
and economic recession. 

Last year, Beijing signalled 
its willingness to allow corpo- 
rate' Chfna to tap international 
capital to order to fund the 
reform and restructuring of 
state-owned and collectively- 
owned enterprises. 


Zhou Zhengqing. chairman 
of the China Securities Regula- 
tory Commission, was quoted 
in a state media report at the 
weekend saying that China 
would continue to raise “funds 
through international capital 
markets despite the negative 
impact of the Asian financial 
crisis”. He cited the proposed 
listing in Tokyo as an example 
of China's plans for greater 
participation in international 
capital markets. 

However, the collapse of con- 
fidence in Asia’s economies 
has drained both regional 
stock markets and China's 


own small foreign currency 
stock exchanges, forcing a 
number of companies to shelve 
their plans for listing. 

In April, Shanghai Consoli- 
dated Electric, a window com- 
pany for a number of Shang- 
hai's electrical joint ventures, 
postponed its plans to raise 
Sl20m on the foreign currency 
B-share markets, citing weak 
investor sentiment Similarly. 
Hainan Sundiro Motorcycle, 
one of China's larger motor- 
bike manufacturers, last 
month delayed its proposed 
listing on the foreign currency 
B-share market to Shenzhen. 


Clearing 
services 
proposed 
for OTC 
derivatives 


By Nikki Tail ta Chicago and 
Edward Luce In London 


The London Clearing House, 
which clears and settles trades 
on London financial 
exchanges, has submitted a 
proposal to offer clearing ser- 
vices in the over-the-counter 
derivatives market - the first 
proposal of its kind. 

The move, which would 
revolutionise the OTC market, 
would blur the distinction 
between products traded on an 
official derivatives exchange, 
such as the London Interna- 
tional Financial Futures and 
Options Exchange, and to the 
informal and wholly private 
OTC market. 

It would also be the first 
time clearing facilities have 
been made available lo players 
in the growing OTC market 

The market, which has 
grown sixfold to a notional 
value of ffiT.OOObn since 19ft:. is 
dominated by banks and other 
financial institutions. Owing 
to the fact that OTC contracts 
are negotiated bilaterally 
between two counterparties, 
no clearing facilities have been 
available. 

The proposal, submitted to 
the Commodities Futures 
Trading Commission in Wash- 
ington. would mark a signifi- 
cant break with existing prac- 
tice. The US is the biggest 
market for OTC products. 

David Hardy, chief executive 
of the LCH. said there was 
strong demand among US 
banks for the facility, which 
will be called SwapClear. “We 
think regulators will welcome 
this proposal because it would 
greatly improve systemic risk 
management in the OTC deriv- 
atives market" said Mr Hardy. 

At present when two banks 
agree on an interest rate swap, 
they are exposed to the risk 
that the other bank will 
default. Banks, therefore, have 
to put aside risk capital to 
guard against that eventuality. 

Under the LCH proposal, the 
two parties involved in a deal 
would convert the bilateral 
agreement into two separate 
agreements with the LCH, 
eliminating any exposure to 
each other. 

This would free regulatory 
capital for other purposes and 
minimise the chances of a 
bankruptcy spreading hum 
one bank to another. 

Swaps futures riddle. Page 7 
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Professional firms face 
today’s windfall culture 


By Barry RSey 


In tumbling markets there are 
stffl windfalls- Helped by a 
typical technical squeeze of 
underweight funds, Australian 
Mutual Provident has become 
valued an its market debut at 
US$1 5bn, worth an average 
US?&800 each to qualifying 
policyholders. 

Partners in Goldman Sadis 
wfll hope for a little more, say 
$50m upwards. The company's 
initial value, tentatively S30bn, 
could be enhanced by the same 

method of dribbling oat equity 
fbr which index foods, and 
risk-controlled active funds, 
must scramble. However, the 
flotation statement coincided 
on Monday with a 200-point 
drop in the Dow Jones 
Average; if Goldman’s partners 
are caching to. perhaps others 
should, too. - 1 

AMP is the most valuable of 
a recent stream of financial 
services demutualisations. 

Many such mutuals are 
jumping on a global 
bandwagon, including US 
prudential. Sun Life of Canada 
and South Africa’s Old Mutual 

Despite windfitll culture. / 
there remains an important 


firms should be owned and 

controlled by the people who 

run th«~n Arguably, Goldman 

Sachs grew too big for this 


involves so much capital 
Perhaps the fund 
management giant Fidelity is 


the biggest remaining sample 
of the private professional 
business but it is a special case 
in being family-controlled. 
There remain big accountancy 

anH le gal par fnpwliipi an/I 

many private investment 
banks. Including London’s 
Robert Fleming. But a few 
consultancies, like Frank 
Russell, could be en route to 
market 

The temptation Is that 
equity in financial businesses 
Is valued uniquely highly. This 
bandwagon has moved in both 
directions. Some mutual life 
companies now floating were 
able to buy themselves ont 25 
years ago from former public 
Shareholders. 

Demutualised UK mortgage 
banks have been hampered by 
the need to protect 
profitability. The remaining 
mutual building societies have 
became fiercely competitive. 
Nationwide last year claimed a 
12 per cent share of net new 
mortgage lending, more than 
former market leaders Halifax 
and Abbey National combined. 

Mutual Nationwide can run 
happily on an interest rate 
margin of L5 par omt, against 
dividend-paying Halifax's 2^ 
per cent Takeovers have 
proved almost impossible 
because prices are so high. 
Growth through acquisition 
may have to wait until tough 
times throw up' cheaper, albeit 
riskier, o pp o rt u nities. 

There is asymmetry between 
the conditions in which 


flotation is attractive and the 
circumstances to which the 
capital market can finance 
expansion. Time may restore 
balance, yet when the moment 
comes could it be the bidder’s 
(or issuer^) share price will 
have dropped too far? 

There is argument for 
professional Gnus to stay 

private. Partnerships and 
private companies can bring to 
a new generation of 
professionals and give them 
ownership and profit 
participation without charging 
an impossible goodwill 
premium. 

These “people” businesses 
can be hard to manage as 
listed companies - note 
problems in advertising and 
marketing groups, for 
instance, such as Saatchi & 
Saatrhi, and cultural clashes 
in the London investment 
banks owned by Nat West and 
Barclays. 

At Salomon Brothers, 
swallowed by Travelers and, 
therefore, less viable but not 
necessarily easier to manage, 
outside shareholders were the 
poor relations. The old 
partnership, in effect, 
remained In control. Most, 
sometimes all, profits ware 
preempted as bonuses. 

What exactly wiQ Goldman 
Sachs’s partners be selling ? it 
will not be the whole profits 
pod. This, as much as the 
tumbling stock market, may 
pose the real rh«I1«ng R to the 
flotation plans. 
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MEXICO GLASS GROUP HIT BY MARKET TURMOIL 



Vitro earns praise 
for profit warning 


Goldman Sachs plans to catch up with rivals 


IPO to help focus on asset management and foreign markets, say Tracy Corrigan and William Lewis 


By Hairy Tricks 
in Mexico City 


Vitro, Mexico’s largest glass 
manufacturer, has warned 
that profits in the second 
quarter will be hit by recent 
turmoil in the financial mar* 
kets. a problem that will be 
shared by other companies 
with large dollar debts. 

Industry analysts 
applauded the company for 
issuing the profits warning, 
however. 

-It’s unusual for any com- 
pany in Mexico. It reflects 
the seriousness with which 
they take investor rela- 
tions," said Bond Snodgrass, 
conglomerates analyst at 
SBC Warburg Dillon Read in 
'Mexico City. 

Vitro, which ended several 
years of steep losses in 1997 
with a $275m profit, said 
problems this year stemmed 
from the sliding peso and 
stock market weakness, 
which are non-cash items 
and do not affect operating 
performance. 

It also said earnings before 
interest and taxes would be 
lower than the second quar- 
ter 1997 because of non- 


recurring events in Its flat 
glass business. 

Exchange losses for April 
and May were 357m pesos, it 
said. That followed a 9.3 per 
cent depreciation of the peso 
against the dollar since the 
start of the year as a result 
of weak oil prices and a net 
exodus of foreign investment 
from the stock market. 

Mexican accounting stan- 
dards require companies to 
reflect the peso cost of servi- 
cing their dollar debts, so a 
weaker peso results in for- 
eign exchange losses on the 
income statement. 

Vitro has dollar debts of 
$1.3bn. or more than 70 per 
cent of total leverage. 

If the peso failed to 
recover by the end of the 
quarter. Vitro said. It would 
be forced to record an addi- 
tional exchange loss. But it 
noted that a weaker peso 
would benefit its export 
performance. 

Vitro has also been hit by 
a slump in the stock market, 
which analysts said had 
almost halved the value of 
48.8m of its own shares that 
it has held in trust since 
October. 


It received the Vitro 
shares as part of its disposal 
of its chemical subsidiary, 
Cydsa, when they were trad- 
ing at about 40 pesos a 
share. Yesterday, they stood 
at 20.5 pesos, down 0.75 per 
cent on Monday's dose. 

According to the company, 
the loss in value of the 
shares in the trust in April 
and May was 406m pesos, or 
1.13 pesos per outstanding 
share. 

Before the market turbu- 
lence, Vitro had been plan- 
ning to raise 5200m by sell- 
ing the shares, earmarking 
the funds for retiring debt 
and new investments. 

Juan Carlos Mateos, a 
Vitro analyst at Merrill 
Lynch, said the company 
would be better to cancel the 
shares and scale back its 
investment plans. 

Vitro is already facing 
growing competition in the 
Mexican flat-glass business 
with the arrival of Saint 
Gobain of France, and ana- 
lysts say the French com- 
pany is planning to use 
Mexico as a springboard for 
low-tariff access to the US 
and Canada. 


G oldman Sachs’ plan to 
use the funds It will 
raise from an initial 
public offering later this 
year to build its core busi- 
nesses Is likely to focus on 
two key areas: asset manage- 
ment a n d those foreign mar- 
kets where they have lagged 
behind some com p etit or s. 

Although Jon Cor zing and 
Han V Paulson, the co-chair- 
men and chief executive offi- 
cers, say they will also be 
expanding the business in 
the US, this growth is of a 
slightly different order. In 
the US, the firm has been 
constrained by the difficulty 
of fat-reusi n g staffing rapidly 
enough to meet the growing 
demands of a buQ market far 
investment banking. The 
result is that the workforce 
has been stretched, despite 
adding around 10 per cent 
last year and a planned 20 
per cent this year. But while 
US growth may produce an 
increase in revenues, it rep- 
resents an increase in scale 
rather than a real develop- 
ment of the business. 

In asset management, on 
the other hand. Goldman baa 
been racing to develop a key 
business which has trailed 
competitors like Morgan 
Stanley Dean Witter and 
Merrill Lynch. Morgan Stan- 


ley Dean Witter, for exam- 
ple, has S356bn of assets 
under management as of end 
of the first quarter, of winch 
$l55bn is institutional 
money. Goldman has been 
catching up rapidly, and 
now h»$ giBShn under man- 
agement, up from S134bn at 
the end of 1997 and S95bn at 
the end of 1596. 

Most of this comes from 
organic growth, though 
Goldman, has made three 
smafflah acquisitions in the 
last two years: Cm Manage- 
ment, the UK coal employ- 
ees’ pension fund; Liberty 
Investment Managemsit in 
the US and Commodities 
Corporation, a Bermuda- 
based hedge fund. 

“These were good acquisi- 
tions but they are small 
ones," said one financial 

institutions specialist. 

Goldman to be the 
largest foreign-based mutual 
fund provider in Japan with 
$5-5bn in assets under man- 
agement In six funds as of 
end of 1997. and soma ana- 
lysts believe that the firm 
may look for ai-qnigftirrns in 
Japan. 

Ironically, competitors say 
that Goldman anal ysts have 
been highly influential in 
persuading them of the vir- 
tues of completing takeovers 



Grand b o tra nce Gofcfenan Sachs afens to gam n Key areas Reuter; 


of fund management groups. 
Fond management execu- 
tives often cite the argument 
put forward by Goldman 
analysts that financial ser- 
vices groups should seek to 
be large or sell out of the 
fund management industry. 
Meanwhile Goldman itself 
ap pears to have been con- 


You want 



tent to grow its asset man- 
agement business organi- 
cally. 

There are also gaps to fill 
in Goldman's geographical 
reach. The firm has a repre- 
sentative in S&o Paulo 
and an office in Mexico City, 
but no other on-the-ground 
representation in Latin 
America. Most of its 
operations in Asia, apart 
from Tokyo and Hong Kong, 
are also representative 
offices. 

In Asia, Goldman has been 
aggressively expanding 
under the leadership of John 
Thornton, a member of the 
firm’s six-person executive 
committee. Last year he relo- 
cated to Tokyo from London 
following concerns expressed 
by Mr Corzine that the 
firm’s franchise had become 
stretched in the US and 
other developed markets. 

In 1994 G oldman cut back 
more aggressively than its 
competitors in the region. 
Last year Mr Thornton said: 
“That will not happen again. 
We are in Asia for good, to 
build on our successes." 
However, some executives at 


the firm War that the pres- 
sures of being a public com- 
pany could see the Arm hav- * 
ing to cut costs in the region : 

II business revenues do not . . 
pickup. • . 

The fmn has been slower ■ 
than some others in pone- * 
trating Latin America. . 

People involved -in the 

sell-off of Banco Garantia, • 
the leading Brazilian invest-. - 
ment bank, say that Gold- 
man was stow to responding . 
during the course of the j 
negotiations. The invest- . • 
ment bank eventually .lost - ■ 
out to Credit Suisse First : , 
Boston, the US-Swiss invest- * 1 
ment bank, which has * 
agreed to pay Sl.lbn to total ’ 

{or Garantia. i. 

Goldman w.ill this week ■ . 
open a Moscow office - tt > 
had one once before, but. 
closed it. Although it has/, 
done some high-profile deals. • . 
its record in Russia has been - 
mixed and competitors say •' 
that Goldman has had a ten- - 
denev to jet people in for big » 
deals and then disappear, 
from the scene. TTie impor- * 
tance of developing these - 
markets was highlighted this 
week however, by the feet - 
tha t just a few days alter the t 
IPO announcement Mr * 
Corzine is going to Russia to T 
open the Moscow office and 
Mr Paulson is off to China. * 

In part. Goldman's difficul- 
ties in clinching acquisitions £ 
- as Merrill Lynch has date, 
for example - may be a factor* 
of its partnership structure. 

Some partners concede that 
moving to a public company . 
status may speed up and 
streamline Its management 
and decision-making pro-/ 
cesses. * 



B ut some people worry** 
that Goldman’s ability - 
to take a long-term view 
migh t be harmed. 

“It is ail very well saying 
we need to float to expand - 
further, but the reality of 
having a publicly traded-’ 
stock at a lot of companies Is -I 
that often organic ambitions - 
have to be scaled back,” one ■" 
executive said. 


®z stages turnrcuind i 
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Microsoft and 


Compaq join 
internet venture 


By Christopher Price 
ta San Francisco 


for your DM Pfandbriefe. J 
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GERMANY'S ? 
MORTGAGE BANKS 


Its easy to see why there is growing interest in German Pfandbriefe, Germany's 


DEPFA-BANK. WIESBADEN 


largest bond market with over DM 1.6 trillion outstanding. First, there is safety. 


BAYERJSCHE VEREfNSBANK AG, MONCHEN 

kykwank,m0ncheh . 


Thanks to the stringent legal framework of the Mortgage Bank Act, Pfandbriefe deutschehyp, fraNkfurt 


have an unsurpassed record for safety. Second. Pfandbriefe usually offer a yield •' 


R^lWRTUtHYPOTTHEKBvIBANK ' 

• GBfTRALBOOEN AG.FRANKFURT : - 


pick-up over Bunds. As for liquidity, the emergence of the Jumbo Pfandbrief 1 


RHEWHYP, FRANK&RT ' ' •'* ; - 

HYKmiEKENMNKJN ESSEN AG, ESSEN 


market - with total issuance exceeding more than DM 290 billion since 


DEUTSCHE GHiOSSENSCHAFTVHYPqTHEKEN- ’ 
BANK AG, HAMBURG. '• 


mid-1995 - has spearheaded the liquidity and transparency of the Pfandbrief.':-: 


market as a whole, offering numerous opportunities for spread trading. 


BERUN^HANNClVrofHE HYftnREKENBANK AG; 
BBU^DHANNoVER ; r ;. ; J . - . 

AUG9l4^E^ff?pTHEKENSANtC 'AG, FRANKFURT 
WESTHYP, DORTMUND . "• *• 


Microsoft and Compaq, the 
world’s biggest software and 
personal computer groups 
respectively, are to invest a 
total of $425m in a • new 
high-speed internet venture 
in the US, using Time Warn- 
er’s Road Runner online 
cable service. 

The investment will leave 
the two groups each with a 
10 per cent interest. Time 
Warner will bold 37 per cent 
while MediaOne. the broad- 
band services group, for- 
merly part of US West will 
have 34 per cent 

The Road Runner service, 
which has been operating for 
18 months, has some 90,000 
customers and access to 27m 
homes. It offers fast internet 
cable access and a range of 
online services such as news 
and sport 

Microsoft said it would use 
its range of internet and 
application software to the 
new .venture. Compaq, which 
last week unveiled a new 
range of PCs with easy inter- 
net access, is to develop sim- 
ilar cable-ready versions. 


Eckhard Pfeiffer, Compaq 
president and chief execu- 
tive. said: "This new venture 
enables us to take advantage 
of the converging technolo- 
gies of the internet, comput- 
ers and broadband services 
to deliver vastly improved^ 
services to consumers." 

Road Runner is one of a 
number of developing online . 
cable services offering fast . 
internet access. Its closest 
competitor is i.]Home Net- 
works. which claims 100,000 
subscribers in the US and . 
has expanded into Europe. 

This is Microsoft's second 
big investment in the cable 
industry and follows the 
$ibn injection in Comcast - 
last year. Bill Gates, Micro- 
soft chairman and chief 
executive, said yesterday:.' 
“Microsoft is committed to 
helping enable high-speed 
data access and interactive 
content through the cable 
infrastructure. This venture 
brings the right combination 
of technology and internet • 
access to make high-speed ■ 
internet connectivity a real- 
ity for consumers.* 1 


Mfcrosoft-Telstra talks, Page 18 ^ 


Ford production 


BAYER1SCHE HANDEISBANK AG, M0NCHEN 


For Jumbo issues (DM 1 billion or more), at least three market-makers pledge 


HAMBUBGWYP, HAMBURG 


crisis worsens 


WflRTTEMBERGER HYPO. STUTTGART 


By John Griffiths 


to quote tight spreads on amounts up to DM 25 million. For traditional Pfand- [ rhewboden hypothekenbank ag. kOln 


briefe, issuers actively maintain a secondary market. Trading and transparency' 


DEUTSCHE HYPOTHEKENBANK (ACT.-6ESJ, HANNOVER 


are enhanced bv the PEX Index for traditional and the JEX Index for Jumbos. 


For further information about German Pfandbriefe, please contact 


The Association of German Mortgage Banks (VDH) in Bonn. Germany, 


SODDEUTSCHE 80DENCREDITBANK AG. MONCHEN 
MONCHENER HYPOTHEKENB ANK EG, MONCHEN 
N0RNBBK5ER HYPOTHEKENBANK, N0RNBERG 
DEXIA HYFOTHEKENBANK BERLIN AG, BStUN 
BFG HYPOTHEKENB ANK AG, FRANKFURT 


NORDHYPO BANK, HAMBURG 


Fax (+49-228) 9 59 02 44: E-mail: vdh@hypverband.de. 


SGiLESWlG-HOLSTBNSCHE LAND5CHAFT 
HYFOTHEKENBANK AG, 


LUBKXER HYPOTHEKENBANK AG, LOBEaC 
WL-8ANK, MONSTER ■ 


The German Pfandbrief |g 


wostenrot hypothekenbank 

AKTIENGESELLSCHAFT, LUDWIGSBURG 


Solid from the ground up 


MJ4. WARBURG & CO HYPOTHEKENBANK AG. 
HAMBURG 


Ford was feeing a gathering 
production crisis at plants in 
the UK and Germany last 
night after efforts to restore 
supplies of some key compo- 
nents failed. 

Ford’s Fiesta and Puma 
car lines at Dagenham, in 
the UK, and Cologne. Ger- 
many. were at a standstill 
yesterday, at a cost of 2^00 
vehicles, as the company’s 
purchasing executives 
sought to resolve problems 
with its sole supplier of 
door and boot latches for the 
models. 

The supplier, Kiekert of 
Germany, is blaming a prob- 
lem with its production soft 
ware for the disruption, 
which has occurred as it is 
renegotiating its supply con- 
tract with Ford. 

The supply of parts to both 
Plants dried up last week 
crippling output of Fiesta 
and Puma care. Fiesta vans 
and the Fiesta-based care 


which Ford produces for/ 
Mazda as the Mazda 121. Pro- v 
duction of more than 5,000 
vehicles has been lost or dis* ■ 
rupted. 

Ford executives in Ger- * *v 
many and the UK last night 
expressed little optimism of ; ■ 
a resumption of supplies *' 
today. 

This raises the prospect of 
the loss of output of a , v 
further 1,320 vehicles at . 

Dagenham and 1.200 at , 
Cologne. U. 

Some 8,000 workers at 
Cologne have been sent* 1 
home, costing the company i • 
about £i5m ($25m) a day. *■* 
Workers at Dagenham have s 
been reassigned to main te- ■*’ 
nance and other tasks, but 
the prospect of lay-offe there *- 
is also increasing. ‘ * 

Ford said Kiekert may foce 
a substantial compensation 
claim over the disruption,. ‘= : 
which highlights the risks 
carmakers face in op ting I<k ^ 
single-source supply con-'''., 
tracts. 
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Boston Scientific in 
$2bn Schneider deal 
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By Victoria Griffith hi Boston 

Boston Scientific, the 
medical device company, 
will pay $2.1bn for Schneider 
Worldwide, a unit of Pfizer, 
in a move that will leave it 
very highly leveraged, but 
able to tap new high-growth 

markets. 

Both Schneider and Bos- 
ton provide catheter equip- 
ment far about 5m coronary 
Operations each year world- 
wide. The acquisition of 
Schneider, based in Switzer- 
land, will allow Boston to 
eater the profitable market 
for stents, the small wj re- 
mesh tubes used to prop 
open arteries during sur- 
gery. 

Larry Best, Boston chief 
finanrial officer, said the 
company had failed to fore- 
see that this market would 
take off so quickly and 
called the group's small pres- 
ence in this area a signifi- 
cant weakness. Total world- 
wide revenues from the sale 
of stents are expected to 
reach $lbn this year. “Stents 
are the hottest thfag in this 
market and will only get big- 
ger and bigger," said Mr . 
Befit 

Even before the Schneider 
deal Boston had applied for 


approval for a new stent 
product with the US Food & 
Drug Administration. The 
company hopes to receive 
clearance in July, and mar- 
ket anticipation had already 
pushed Boston's share price 
up 30 per cent this year, 
despite a downturn in earn- 
ings. Yesterday the shares 
bad risen Sift to 562ft during 
early trading. 

Boston has grown quickly 
through acquisitions in the 
past few years, expanding 
from sales of about 5300m in 
1994 to forecast annual sales 
of about 53bn for next 
year. 

However, some investors 
expressed concern at Bos- 
ton's high debt levels. Debt 
to book value levels, already 
high, will reach 63 per cent 
after the Schneider transac- 
tion- At the end of next year, 
management has predicted, 
the company will have debts 
of $L8bn. 

The Schneider deal will be 
financed with cash, initially 
through a bridge loan pro- 
vided by Chase Manhattan, 
then through commercial 
paper and convertible securi- 
ties. Mr Best said Boston 
would take an immediate 
special charge of $300m to 
$500m after the deal is com- 
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Heinz stages turnround in 
fourth quarter with $81 m 

Packaged food maker H J. Heinz reversed a year-earlier loss 
with a fourth-quarto' profit of $81m that narrowly missed Waif 
Street’s expectations. 

Heinz said it earned 49 cents a dinted share during the 
foulh quarter to April 29. Sales Increased from $2.49 bn to 
$2.48bn. Heinz lost $230m, or 62 cents a dHuted share, in the 
fourth quarter of 1997 when it took charges for a reorganisa- 
tion and the elimination of a promotional programme. Exclu- 
ding one-off items, earnings per share rose from 32 cents to 
i$f53 cents. This fell Just short of the 54 cents expected by WaB 
Street analysts surveyed by Fust Call and the company’s 
stock slipped $V4 to $53 In earty New York trading. 

Heinz also announced it had bought the CoUsge Inn brand 
of canned beef, chicken and vegetable broths from Nabisco 
for an undsdosed amount. “With the acquisition of College 
Inn, we continue to ijjgrade our portfolio with an emphasis on 
higher-margin, good-lit, .synergistic, branded businesses," 
sakl WflHam Johnson,' Helnzpresrdent 

The company has set a growth target for the cixrent year of 
between 4 per cent and 5 per cent fri sales and 10 per cent 
and 12 par cent In income: . 

For the 1998 fiscal year, Heinz earned $802m, or $2.15 a 
diluted share, on sales of $9.2bn. In the prior year,' the com- 
pany earned $3G2m, or SI cents a diluted share, on sales of 
$9.4bn. Reuters, Pittsburgh - 

PHARMACHTHCALS . ; ' 

, $ibozyme in German venture 

Rlbazyme Pharmaceuticals, a US gene therapy company, Is 
spinning off its antlre drug discovery' programme to a newly 
formed subskfcuy in eastern Germany. The new company, 
Atugen, Is the first US biotech Investment In eastern Ger- 
many. 

The spin-off of its drug discovery and validation wSl allow 
Ftitozyme to concentrate on Its therapeutics business. Of the 
funding of about $50m, $30m will be German government 
grants and soft loans, but Ribozyme will retain a majority 
stake in the new company. 

Atpgen wifl receive exclusive licences to Ribazyme's dreg 
discovery technology for both traditional chemicals and 
nucleic adds, ft plans to add bioinformatics, transgenic animal 
production and DNA chip technology that has been devet- 
oped locally by German company Qondiag. Rlbozyme’s chief 
executive Ralph Chrtstoffersen said the combination of gov- 
ernment finance and the local technology base was "very per- 
suasive to us". 

* Pubftc opposition to genetic engineering together with a 

1 ‘^business culture that discourages high-risk start -upe has sti- 
fled the German biotech Industry. However, the government's 
BloBegio programme, launched in 1995, has quadrupled the 
number of btatech companies to more than 400, half of them 
In the new eastern states. David fim. New York 
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ALUMINIUM 



Alcoa’s Alumax buy cleared 

Shares In Alumax, the US aluminium producer, surged $rW to 
$47yfe yesterday, after the decision by the US Department of 
Justice to approve Its acquisition by ^ 

Company of America (Alcoa). Alcoa s stock eased to 

*^‘$ 3 . 8 bn takeover involves a c^ tond^rf^fortotf of 
Alumax's shares at $ 50 , with the remaining consideration 

^^tSfannounced in Marc* analysed 
subject to dose 

c & ties. However, In the event, the agreement M i the I JS 
Department of Justice and Alcoa only JjL 

^saints cast-plate operations which are MMdn tenon. Qtf- 
orrOa. Alcoa add that these have annual sales of about 530m. 
NBdd Taft; Chicago 


COPPER 


Phelps Dodge In Brazil deal 

PhftfaA norfoe the US copper producer, Is to acquire the Bra- 
based Minorca tor about 

annual edes of about $1 10m and produ 

mstrfc tonnes of carbon h , 1 ej ness will betrana- 

Minorca's 70MfC9rt Into** h 
farad to Columbian Chanwals. a ■ 

s» ls S£sS' 

sj sssisssssitsss - — 

' ^activities. bfikW Taft 
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pleted, which will probably 
be later this year. Schnei- 
der’s revenues were 5330m 
last year. 

Analysts suggested the 
transaction looked expensive 
comp ar ed with other recent 
medical supplies deals. For 
example, in March Tyco 
International paid $L7bn for 
a division of American Home 
Products which had $ibn in 
annual sales. 

Boston said the price pre- 
mium was worthwhile 
because, by combining the 
best features of its awn prod- 
ucts with those of Schnei- 
der's, it could provide supe- 
rior equipment to surgeons. 

A number of pharmaceuti- 
cals companies have sold 
their medical equipment 
divisions in recent years to 
concentrate on the even 
more profitable business of 
making drugs. In 1994, Eli 
Lilly spun off Gnidant, now 
one of Boston’s main com- 
petitors. Pfizer announced in 
February that it might sell 
its medical technology units. 
The fate of two other units, 
Howmedical and American 
Medical Systems, has yet to 
be decided. 

Boston would not say if 
there would be any lay-offs 
as a result of the deal 


TECHNOLOGY CHAIRMAN SAYS GROUP WAS ‘LACKING IN JUDGMENT’ 


Motorola admits being late to digital 


By John Auffiers 
In 


Motorola's problems are due 
to mistakes it made earlier 
in the decade, Robert Galvin, 
chairman of Motorola, the 
troubled US high-technology 
group, told an audience of 
business school deans on 
Monday. 

The company’s two key 
mistakes had been to fall to 
expand capacity to produce 
semiconductors, and to Ml 
to spot the potential of digi- 
tal technology to change the 
market for mobile tele- 
phones, be told his audience 
at Motorola University, the 
largest US industrial univer- 
sity. 

“Our two principal com- 
petitors worldwide in mobile 
telephones, Ericsson and 
Nokia, did one thought pro- 
cess better than we did and 
one allocation of resources 
better than we did," he said. 
"They anticipated the appli- 
cation of digital telecommu- 
nications smarter than a 
couple of our associates did.” 

He said there was nothing 
that the university, which 
provides technical and man- 
agement training for all 
staff, could have done to 
prevent this mistake, as it 
could not teach “every single 
process". 



Robert Galvin (left) at a ceremony test December to mark the expansion of a se mi conductor plant In 
Virginia. The Motorola chief ye a tar da y said the group's problems started in the early 1990s. AP 


But be added that the com- 
pany had been reluctant to 
Invest In digital technology 
with the result that it had 
been late to the game. 

While the top management 
“would never have withheld 
resources.'’ he said, the 
company was “just plain 
lacking in judgment". 


“These are clearly correct- 
able situations." 

Mr Galvin admitted to the 
business school deans that 
Motorola's mistake regard- 
ing semiconductors was “a 
significant lesson which you 
people can teach". 

The problem started in the 
early 1990s. “People were 


reluctant to make the next 
step of capacity commit- 
ment, because capacity com- 
mitments are very expen- 
sive. A few of us said give 
them the capacity." 

As a result, he said. Moto- 
rola was unable to supply its 
customers with all the semi- 
conductors they wanted 


in 1992. 1993 and 1*94. 

“The customer has to have 
all the things which are 
essential to his or her 
company." 

He said the problem with 
inadequate capacity had 

been exacerbated because 
customers would move a dis- 
proportionate amount of 
their business to another 
supplier. 

“But then you lose 40 or SO 
per cent of that market. It's 
a step function. It's a very 
significant practical business 
problem and ironically we 
had a few- people who didn't 
appreciate that." 

Mr Galvin, who was speak- 
ing to an audience from the 
Global Korum on Manage- 
ment Education in Chicago, 
made it plain that the com- 
pany would continue to 
Invest heavily in education 
and training. 

This would include a proj- 
ect to Improve the problem- 
solving skills of 14- and 15- 
year old children or employ- 
ees, using current Motorola 
examples. 

The first pilot project 
involved giving a group of 
high school students a week 
to work out how to raise 
fuuding for the company's 
iridium satellite venture. He 
said: “They gave us the solu- 
tion to the problem." 


ADDING VALUE 
ACROSS the BOARD: 

TO SHAREHOLDERS, 
EMPLOYEES AND THE COMMUNITY. 



* Established in 1926, wereTuduy's oldest and Iazgest business ♦ We're one of Turkeys largest corporate tax payers, 

group with a consolidated turnover of USS 5.5 bn. 

b ♦ Ko? Group foundations and family contribute to the 

• hi 1997, our income before tax. monetary adjustment and community: promoting healthcare, preserving cultural 


minority interest exceeded US$1 bn. 


heritage and protecting the environment. 


<§^>Kog 


• Through our foundations, w c also operate schools and 
hospitals, and offer generous scholarships to bright students 
with limited means. 

* We own J of Turkeys top 10 mosr recalled consumer branch. 


A part of Turkish life. ; 
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COMPANIES & FINANCE: ASIA-PACIFIC 


JAPAN INSURERS CONSIDER LEGAL ACTION AGAINST COLLAPSED BROKER AS Y43bn OF LOANS REMAIN UNPAID 


NEWS DIGEST 


Y amaichi Securities faces suit over losses a«!!!?is^ 


By GfltenTefi 
oi Tokyo 


Some of Japan’s largest 
insurance companies are 
cons iderin g suing Yamal chi 
Securities, the broker which 
collapsed last November, for 
concealing its losses. 

The move has been trig- 
gered by the recent 
announcement by Yamaichi 
that it would not repay 

Y43bn (8294m) of subordi- 
nated loans it previously 


received from the insurance 
sector. 

The insurers’ consider- 
ation of legal action illus- 
trates the mounting anger In 
the industry about losses 
from recent banking and 
brokerage collapses. Many 
insurance companies are 
now increasingly wary of 
extending loans in the future 
to troubled banks and bro- 
kers. 

The case of Yamaichi has 
caused particular irritation. 


as when the broker, which 
was Japan’s fourth largest 
collapsed last Novembs. the 
government initially insisted 
that the company was sol- 
vent 

However, it emerged that 
Yamaichi had concealed 
Y260bn of losses through 
tobashi - the practice of 
shuffling losses between dif- 
ferent accounts. As a result 
Yamaichi admitted earlier 
this year that it would 
not be able to repay the 


Y43bn subordinated debts. 

Some Yamaichi sharehold- 
ers have already sued the 
broker and its auditors for 
misconduct, but about 14 


insurance companies are 
also considering suing the 
company, industry sources 
say. 

Dai-Ichi Life Insurance, 
which had made Y5bn of 
loans to Yamaichi. yesterday 

said: “Last March. Dai-lciii 

Life made subordinated 
loans at YamaichVs request 


Yamaichi bid the off-balance 
sheet lasses, even though it 
knew about them, and that 
means that our contract is 
invalid." 

The companies have not 
yet filed a formal suit. Yas- 
uda Life, which made YlObn 
of loans to Yamaichi, yester- 
day said; “We are studying 
thin issue, but nmhmg has 
beer decided yet" 

The traditional ties which 
bad bound together Japan's 
financial companies appear 


to be eroding. Nippon Life, 
the largest insurer, recently 
indicated it may refuse to 
make new subordinated 
loans. 

Meanwhile, at least five 
out of 22 insurance groups 
have refused a request from 
Nippon Credit Bank to 
reschedule subordinated 
inam< they bad made to the 
hank. About 10 others have 
agreed to the request, while 
the others have not yet 
replied. 


Thai Danu set to expand 
after Sri-Dana takeover 


Microsoft and 
Telstra in talks 
on cable link 


By Gwen Robinson 
m Sydney 


Shares in Telstra rose 
yesterday mi news that the 
Australian telecommunica- 
tions giant would enter dis- 
cussions with Microsoft on 
an equity joint venture in 
Telstra's broadband cable 
network, which covers more 
than 2 . 6 m homes. 

The agreement, if con- 
cluded, would most likely 
focus on pay-television ser- 
vices, but eventually be 
expanded to include web TV 
and other multimedia appli- 
cations. 

Frank Blount, Telstra 
chief executive, said yester- 
day that Bill Gates, head of 
Microsoft, bad proposed a 
joint venture using Telstra's 
high-speed cable network. 

Mr Blount's confirmation 
that the two sides were 


entering “definitive discus- 
sions" sent Telstra’s share 
price up 9 cents, or 2L5 per 
cent, in a falling market to 
close at AS3.73. Mr Blount 
said there were no “signifi- 
cant numbers" to discuss 
yet, although the deal, if fin- 
alised. would entail “some 
kind of equity arrangement 
with significant risk on both 
parts". 

Mr Gates’ proposal is the 
latest link formed by Micro- 
soft in Australia and backs 
his observation that the 
country was a good testing 
ground for Microsoft’s strat- 
egy of driving developments 
in information media. 

An online joint venture by 
Telstra and Microsoft in 1995 
collapsed the following year 
after both companies decided 
on different internet strate- 
gies. But Mr Blount 
suggested yesterday the two 




Thsd DBnu Bank, mamadKrn-^ Thai 

oiw by Dttfelopment Bank of Singapore, 
purchased Sri-Dana C*BS 

cM Sector Restructuring Authonty (FFVV). ^uctiormg 
off assets seized tram the country’s 

which were shutdown lata last 

attempting to lake over Sri-Dana DBS I 

pany of Sri-Dana DBS Securities, when ft was shut down by 

the Thai authorities. 

Thai Demi’s purchase « the 

the FRA of a securities company cp?** 

and b thought to have established a by foe 

for pricing these assets. A number of 

securities companies are trying to Purchase 

companies In which they alwady have an 

FRA. These include SBC Warbu^. which s ne^tatagtotHJy 

the 51 per cent of SBC Warburg Premier Securities » does 

not own from the FRA. 

Thai Danu said that the purchase of Sri-Dana DBS b part of 
Rs ambWon to become a unlversalbank. 

Group, the stockbroldng arm of DBS Bank, wB provide tech- 
nical expertise and joWly manage the socuntfes company 
with Thai Danu. Ted Bardacke, Bangkok 
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INDONESIA 


Cement mill advances 10% 


Rank Blount (toft) and Ba Gates Initial focus on pay-TV to be foflowed by muttfmecSa app lica ti ons 


sides mere moving closer in 
their Ideas. "To me it is an 
indication that the world of 
the future is going to be 
broadband." he said. 

Analysts said Mr Gates' 
latest proposal made sense 
and could be similar in strat- 
egy to Microsoft's recent 


glbn investment in Comcast, 
toe fourth-largest cable oper- 
ator in the US. 

Mr Gates said last month 
there was a shortage of 
high-speed cable networks 
which can carry pay-TV and 
other multimedia applica- 
tions. Telstra spent more 


than A$3bn (US$U8bn) build- 
ing its high-speed hybrid 
fibre and coaxial cable (HFO 
and has been criticised by 
some analysts for wasting 
money. Last August, the 
group wrote off A$L06fm on 
the HFC Investment, which 
carries Telstra’s 50 per cent- 


owned Foxtel pay-TV ser- 
vice. News Corp owns the 
other half of FoxteL 
Mr Blonnt said Telstra 
“may have been five years 
early” with the HFC invest- 
ment. “But it will come, we 
will prodace earnings," he 
said. 


Semen Gresk, the partially privatised cement mill, reported a 
10 per cent rise In first-quarter profits but saw its share price 
drop as traders took profit on fading rumours of new Inves- 
tor Gresik reported net profits lor the first quarter of 
Rp38.95bn (S27.9m), compared with Rp35.42bn last time, , 
accelerating the 6 per cent growth reported for the fufl year of *1 
1997 when profits were flp232.6bn. 

Sales rose 30 per cent to Rp4l4.8bn despite a slump In 
Indonesia. However, Gresik reported earlier, that Its sales in 
April fell 7.6 per cent to 740.91 tonnes from 801.84 tonnes In 
April 1997. 

Interest expenses trebled to Rp63.33bn but Gresik did not 

report foreign exchange losses on Ms borrowings. 

By contrast, Indocement Tunggal Perkasa, of the SaJim 
group, yesterday reported a first-quarter net toss of 
Rp1,103bn on foreign exchange tosses, compared with a 
profit of Rp89.2bn in the first quarter of 1997. 

Baxter Thoenes, Jakarta 


Japan steelmakers cut production I Pertamina subsidies to continue 


By Mfc M y o Nakamoto in Tokyo 


Two of Japan's leading 
steelmakers are cutting pro- 
duction for np to two days a 
month to reduce mounting 
Inventories amid falling 
de mand . 

NKK said it would intro- 
duce up to two additional 
holidays a month at its 
Keihiu and Fukuyama 
plants in Japan from this 
month. Kobe Steel is consid- 
ering similar action in July. 

The production cuts high- 
light the increasingly diffi- 
cult trading conditions fac- 
ing Japanese steel 
companies amid a downturn 
in demand, particularly in 
the domestic market. 

“Demand is down across 
the board and inventories 


are likely to increase, so the 
steel companies will have to 
continue reducing output,” 
said Tarn Nafeai, analyst at 
Morgan Stanley in Tokyo. 

Manufacturing has slowed 
among carmakers, while 
demand for steel from elec- 
tronics makers and other 
large users has slumped 
because of a decline in con- 
struction work. Last month, 
steel output fell 13.6 per cent 
year-on-year - the sixth con- 
secutive monthly decline - 
according to the Japan Iron 
and Steel Federation. The 
industry expects steel output 
in the Aprfl-to-June quarter 
to fall 16 per cent year-on- 
year, to the lowest level for 
27 years. 

Mr Nagai expects steel 
companies to suffer a com- 


bined 30 pea- cent fall in con- 
solidated recurring profits 
this year as a result of pro- 
duction cuts and weak 
demand. The slump in the 
domestic market has been 
compounded by a sharp 
downturn throughout Asia. 

Total steel output for the 
year is expected to fall 7.5 
per cent, to 95m tonnes. 
However, the forecast is 
based on production plans 
compiled earlier in the year 
and could be revised down. 

Moody’s, which down- 
graded the ratings of four 
steel companies earlier this 
month, noted that many 
steel companies were highly 
leveraged and have seen a 
decline in the latent value of 
their marketable securities 
and property holdings. 


Japanese steelmakers have 
increased exports to the DS 
to make up for weak demand 
at hnmp and in Asia. Exports 
to the country more than 
doubled in the first four 
months of this year, to L8lm 
tonnes, while exports to 
Europe nearly trebled, to 
246,000 tonnes. 

Sluggish demand and 
global competition could 
force Asian steelmakers to 
consolidate. Mr Nagai 
believes the Asian market 
needs only five or six steel 
groups, compared with five 
large groups in Japan alone. 
However, given the eco- 
nomic turmoil and the diffi- 
culties posed by cross-border 
mergers in the region, such 
consolidation is still some 
time away, he said. 


By Sander Thosoesio Jakarta 


Indonesia’s energy minister 
said yesterday that Pertam- 
ina , the oil and gas monop- 
oly, would continue receiv- 
ing big subsidies for the rest 
of 1998 but would be forced 
to cut costs on imports, refi- 
neries and distribution. 

Kuntoro Mangkusubroto, 
minister for mining and 
energy, told the Financial 
Times that the government 
would maintain domestic 
fuel prices at current levels 
until at least the «id of the 
year - even though he calcu- 
lated that, at current 
exchange rates, these subsi- 
dies cost Rp3JX)0bn ($2l5m) a 
month. 

Soegianto. Pertamina pres- 
ident director, warned ear- 


lier this week that his com- 
pany would run into loss 
this year and had postponed 
payments for fuel supplies 
by one month. He blamed a 
delay in government subsi- 
dies for exacerbating cash 
flow problems caused by the 
fall of the rupiah. 

Subsidies, meant to cover 
the gap between domestic 
and world rates for imported 
fuels such as diesel, were set 
presuming an exchange rate 
of Rp6,000 to the dollar, 
while tiie current rate is 
Rpl4J500. 

Mr Kuntoro said the gov- 
ernment, which controls Per- 
tamlna’s export revenues, 
had decided on Monday to 
speed up disbursements to 
the company- . 

Indonesia could afford to 


main tain subsidies because 
the fall of the rupiah bad 
also boosted export revenues 
in rupiah terms, he said. 
“It’s not just a matter of sub- 
sidies but also of purchasing 
power and the social unrest 
a rise could create,’’ he said, 
referring to riots last month 
that were sparked In part by 
sharp price increases for fuel 
and public transport 
Pertamina was the en gine 
of Indonesia's economic 
boom in the 1970s. Bat in 
recent months, world prices 
for erode ofl plummeted, the 
rupiah collapsed, demand in 
Asia for liquid natural gas 
slumped, and troubled cli- 
ents such as the state-owned 
power utility PLN started 
paying Pertamina only in 
part. 


But oil executives and 
experts say the external 
changes are only part of Per- , 
tamina’s troubles. “They had # 
big problems before this 
began." one analyst said. 
“This crisis just brought 
them to the surface." 

Mr Kuntoro said he was 
reviewing supply and sales 
contracts, including those 
tied to the Suharto family, 
and would cancel illegal 
deals and put doubtful con- 
tracts up for tender. 

CM experts estimate Per- 
tamina’s cost of production 
at $2 a barrel, twice the rate 
of its foreign contractors, 
while its refineries lose 
about 6.4 per cent of the oil 
they process, three times the 
rate of its counterparts in 
Singapore. 


PAL warns of debt default 


NOTICE OF PAYMENT 


CORPORATION FINANCIERE GENECAN 
(FORMERLY GENERAL TRUSTCO OF CANADA) 


CDN $55,191,000 - 10 1/4% Series 2 Debentures due March 23, 1993 


Further to the approval, at the meeting held on July 6, 1993, of the proposal of compromise made by General 
Trustco of Canada Inc. to the debenturehokJers, a first payment of $0.30 for each $1 .00 in principal held plus interest 
due or accrued up to March 23, 1993, was made to holders on or about August 19, 1993 (except certain special holders 
who had agreed to a delay for receiving the payment of principal amount namely National Bank of Canada, Caisse de 
depot et placement du Quebec, Llndustrielie-Alliance, Compagnie d’assurance sur la Vie and Levesque Beaubien 
Geoffrion inc.). Further to the receipt of additional funds from Corporation Rnandere Genecan, a payment of $0.30 
for each $1 .00 in principal held must be made to the special holders in order to ensure that they receive the same 
treatment as the other holders received. 


Philippine Airlines said 
yesterday that ft faced possi- 
ble debt default as the crip- 
pling pilots' strike entered 
its 12th day, writes Abby 
Tan in Manila. 

The airline took out full- 
page advertisements in lead- 
ing newspapers saying it had 
lost more than 2 bn pesos 
($47m) as a result of the 
strike, on top of the $200m 
net loss in the year ended 
March 1993. 

The strike, triggered by an 


early retirement policy, “has 
irreparably damaged the 
company’s cash flow and 
scared off interested inves- 
tors. Consequently, PAL is 
now in danger of being 
unable to service its matur- 
ing obligations", the airline 
said. 

On Monday, the flag 
carrier dismissed 5.000 of its 
13.000 plus employees. This 
followed the digimamj of 620 
pilots a week ago after they 
ignored the government’s 


order to return to 
work. 

PAL said it had debts 
totalling $1.96bn. Most of the 
money went on an ambitious 
J4bn, 36-aircraft refleeting 
programme which has since 
come to a halt because of the 
Asian financial crisis. 

The financial crisis at PAL 
could cause problems to 
local and foreign banks with 
loan exposure in the airline, 
according to securities firm 
ABN-Amro Asia. 


t^punasttmBerefreardMhf. 


June 3, 1998 


Notice is hereby given that, concurrently with the payment to special holders, a second payment in the 
amount of $55.67 per $1,000 in principal held will be made to holders of Series 2 Debentures upon presentation of 
their original debenture certificates accompanied by any uncashed interest coupon if any, at the office of one of the 
following paying agents in order to receive the afore-mentioned payment of principal: 


$ 30,626,000 


Banque Internationale 
a Luxembourg SA 
2 Royal Blvd., B.P. 
2205 L-2953 
Luxembourg 


Bank Brussels Lambert 
Avenue Mamix 24 
1000 Brussels (Belgium) 


RoyaJ Bank of Canada 
(London) 

71 Queen Victoria Street 
London, England . 
EC4V4DE 


Virata 


Swiss Volksbank 
Bahnhofstrasse 53 
CH-8021 

Zurich, Switzerland 


National Bank of Canada 
600 de la Gauchetiere West 
Montreal, Quebec 
H3B 4L2 


Virata, Ltd. 


Series D Preference Shares 


Holders will receive a receipt against the delivery of their certificate. Subject to the authorization of the 
tax authorities, a final payment in principal of less importance should be made some time in the fail 1998 without 
further publication of a Notice of payment Please note that no interest will be paid due to the fact that sums available 
for distribution are insufficient to reimburse all of the principal outstanding. 


Please contact any of the above-mentioned paying agents to obtain additional information on the 
modalities of payment 


Index Securities of Geneva, Switzerland acted 
as exclusive placing agent in this transaction . 


Dated in Montreal, Canada, on June 17, 1998 


MONTREAL TRUST COMPANY 
Trustee 


Index Securities 
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If the world 


is really getting smaller, 


being “global” just isn’t 
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the big idea anymore 



These days, everybody says they’re “global". 

But saying you're global isn’t the same as “being” global. 
It’s not just where you are, it’s how you are there. To us, 
being global means being completely local. Entirely at home. 
The way we are in 1 00 countries around the world. 

Our job is to understand a country by its people, not just 
by its airports. To grow our customers’ business by 
understanding the issues that are literally around the corner. 
Not just around the world. And that’s a big idea. 


THE CITI NEVER SLEEPS 


eig98 Citibank 
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COMPANIES & FINANCE: EUROPE 


ITALY SWISS GROUP SEEKS 10% STAKE IN ROME-BASED BANK AND MAY JOIN FORCES WITH INSURER INA AND SPAIN’S BBV 


Credit Suisse mulls links to control BNL 


By Paid Bens tat M8ao 


Credit Suisse may join forces 
with Ina, the Italian insurer, 
and Spain's Banco Bilbao 
Vizcaya to control Banca 
Nazionale del Lavoro, the 
Rome-based hank which is 
slated, {or privatisation this 
year. 

The deal would be the first 
significant investment by a 
large Swiss bank in Italian 
retail banking' at a time of 
rapid consolidation in the 
sector. 

The Swiss banking group 


has filed an offer to the Ital- 
ian Treasury for a 10 per 
cent stake in BNL. which is 
still BO per cent controlled by 
the state. 

The Rome-based bank is 
valued by analysts at 
between LlQ.QOObn and 

L12,OQObn ($S.6bn-$6.7bn). 

Credit Suisse would join 
BBV. which is also seeking 
10 per cent, as the interna- 
tional partners of Ina In the 
new “bard core” shareholder 
group of BNL. 

Ina has offered to buy 25 
per cent of BNL. 


A joint 45 per cent stake 
would give the three effec- 
tive control of the bank. 

Ina's stake is also expected 
to rise by a further five or 
six percentage points after 
the merger of BNL and 
Banco di Napoli, ahead of 
BNL’s privatisation. 

Banco dl Napoli is 56 per 
cent controlled by the Banco 
Napoli holding group, which 
in turn is 51 per cent owned 
by Ina and 49 per cent by 
BNL following last year's 
rescue of the Naples banking 
group. BNL, Banco di Napoli 


and the holding company 
are expected at the weekend 
to decide the price of the 
share exchange to execute 
the BNL-Banco di Napoli 
merger. 

The Treasury is in talks 
with Ina and its interna- 
tional partners over the 
terms and price of their pro- 
posed core stakes. 

However, the negotiations 
are understood to be 
snagged on a number of 
points. Including the pre- 
mium the three partners 
should pay for buying 


virtual control of BNL. 

Officials said yesterday the 
deal was at risk because of 
the failure so far to iron out 
differences on price. 

Although the Treasury is 
anxious to complete the first 
stage of BNL'S privatisation, 
it is unlikely to compromise 
on price. 

For Credit Suisse, the deal 
offers a strong foothold in 
Italy. It would also establish 
ties between its own Winter- 
thur insurance activities and 
those of Ina. 

BBV has also sought to 


expand is Europe and has 
been eyeing the Italian 
market. 

The partnership would 
also bolster Ina’s own 
defences against possible 
raiders, as well as 
strengthen its reach in the 
insurance and banking 

sectors. 

BNL would emerge with 
an impressive array of inter- 
national partners to face 
global competition and chal- 
lenge the new enlarged 
hanking groups being estab- 
lished in northern Italy. 


VA Stahl 
launches 
Sch2.4bn 
VAEbid 


Italian fashion houses poised for takeover battle 


By WOBani HaO la Zorich 


Prada’s interest in 
Gucci is a sign of 
increased rivalry in' 
luxury goods, says 

Alice Rawsthom 


VA Stahl. Austria's biggest 
steel company, yesterday 
formally launched a 
Sch2.4bu (3188m) offer for 
VAE, the world's biggest 
maker of railway points. 

The bid could trigger fur- 
ther rival offers in what is 
developing into one of Aus- 
tria's biggest industrial take- 
over battles. 

VAE shares jumped 50 per 
cent last week after De Die- 
trich, a French competitor of 
VAE, made a S chi .525 a 
share offer. 

VAE’s share price has 
fallen back from last week's 
peak of Schl.920, closing at 
Schl.835 yesterday. This is 
still about 8 per cent above 
VA Stahl’s offer of Schl.700, 
which was announced after 
the market closed. 

The VAE board has recom- 
mended the bid and consid- 
ers the price to be lair. VA 
Stahl supplies rails to VAE 
and says the combination of 
the two companies would 
lead to a group which could 
compete more effectively in 
bidding for important rail- 
way track contracts. 

However, people close to 
De Dietrich questioned bow 
a lowly rated company such 
as VA Stahl could afford to 
pay such a high price and 
avoid diluting its earnings. 
They also indicated that VA 
Stahl's counter-offer was 
reminiscent of other moves 
by Austrian "white knights” 
to protect Austrian compa- 
nies from foreign predators. 

The battle has also high- 
lighted the close corporate 
links in many Austrian cor- 
porate boardrooms. Othmar 
Pflhringer, chief executive of 
VA Tech, one of VA Stahl's 
biggest shareholders, sits on 
the board of VA Stahl and is 
also chairman of VAE. 

Robin Horne, of Dresdner 
Kleinwort Benson in Lon- 
don, described the bid as a 
-sighting shot" and believed 


W hen Gucci’s shares 
rallied this spring, the 
board assumed it had 
regained the confidence of 
the Investment community. 
Little did it realise that 
Prada, one of its arch-rivals, 
was quietly buying its stock. 

Prada spent $120m over 
several months to buy 5 per 
cent of Gucd. Yesterday, it 
upped the ante by revealing 
that it bad invested another 
$120m to raise its stake to 9.5 
per cent. 

Gucci's management now 
awaits Prada’s next move. If. 
as analysts suspect. Prada 
mounts a ftiQ bid, or tries to 
control Gucci in the tradi- 
tional Italian manner with a 
minority stake, it will not 
only unite two of the most 
successful fashion brands of 
the 1990s. but upset the bal- 
ance of power in the $35bn 
global luxury goods market 
Until now, Prada and 
Gucd have co-existed fairly 
comfortably and have left 
, public feuding to other Ital- 
ian designers, notably Gior- 
gio Armani and the late 
Gianni Versace. 

Both companies have simi- 
lar histories. Prada began 
life as a bespoke luggage 
business in early 1900s 
Milan, apri Gucci as a Flor- 
entine leather house founded 
by Gucdo Gucd in 1933. By 
the 1980s, both businesses 
had faded into obscurity 
until their fortunes were 
revived by new design and 
management imwk 
P rada was revitalised by 
the fashion flair of Miucda 
Prada, grand-daughter of its 
founder, and the financial 
acumen of her husband, 
Patrizio BerteHi. Ms Prada's 
elegant clothes wan over the 
fashion press, while Mr Ber- 
telli turned the family firm 



Tool Ford: designer inspired Gucci’s rise 


Nisi Mcinemey Miuocte Prada: elegant clothes won over press 


Into an interna tjmuil brand 
by opening scores of stores 
worldwide. Hie finances of 
privately-owned Prada are 
shrouded in secrecy, but its 
revenue is thought to have 
risen to roughly $S30m last 
year. 

Gucci has undergone a 
similar renaissance under 
Tom Ford, its US-horn chief 
designer, and Domenico De 
Sole, the Italian industrialist 
who took over as president 
after the last of the Gucd 
heirs sold out in the early 
1990s and steered it on to the 
stock market. Revenues 
soared from $XKL9m in 1993 
to $875Am in 1997. 

The two groups were 
among the chief beneficia- 
ries of an increase in luxury 
goods sales during the mid- 
1990s. when the established 
markets of Europe, Japan 
and North America expan- 
ded. as did newer ones in 
Asia and Latin America. The 
rise of two hot Italian labels 
also helped Milan to oust 


Paris as the European fash- 
ion centre, when formal 
French fashion seemed out 
of touch with consumer 
taste. 

Market conditions are now 
much tougher. Sales to Japa- 
nese consumers fell last year 
when the weaker yen 
prompted them to cut back 
on foreign trave, while sales 
to other Asian countries 
have declined following the 
financial crisis in the region. 

The Italians have also 
faced fiercer competition 
from French houses, many 
of which have revived under 
new designers such as John 
Galliano at Dior. Alexander 
McQueen at Givenchy, Mar- 
tin Margiela at Hermds. and. 
since last week, Alber Elbaz 
at Yves Saint Laurent. 

Gucd .is already under 
financial pressure. Last 
week, it reported a fall in 
first-quarter net Income 
from $48.04m to 3415m on 
revenue down from $254^2xa' 
at $250.66m. However its 


stock has also slipped in the 
fashion world. Mr Ford's 
flashy style has fallen from 
favour, although Ms Prada's 
subtler, more cerebral look 
still garners rave reviews. 
When Prada staged a L250bn 
($14 lm) bond issue this 
spring, it attracted subscrip- 
tions worth nearly LSOObn. 

Mr Bertelli has since spent 
fixe proceeds of that issue on 
Gucci’s shares. Most of Guc- 
ci's stock is held by institu- 
tions, which have had a 
rocky ride since it went pub- 
lic three years ago. Gucci’s 
shares peaked at 378 a year 
after the flotation, but fell to 
331.88 last November. 

Institutions blocked a 
recent attempt by Mr De 
Sole to thwart a hostile take- 
over by limiting individual 
investors' voting rights to 20 
per cent, which suggests 
they would be amenable to a 
bid.. 

Prada is thought unlikely 
to be able to finance a full 
bid for Gucci. However, it 


could join forces with other 
investors or exercise control 
from a minority position. 

If it succeeded, Prada 
could cut costs by pooling 
same areas of sourcing and 
manufacturing with Gucci. 
However, the intricate and 
labour-intensive nature of 
much of their production 
would limit the scope for 
such savings. 

Another problem is that 
Prada is in direct competi- 
tion with Gucd in some sec- 
tors, notably leather goods 
and accessories. 


F inally, Prada would risk 
losing Mr De Sole, if it 
took control of Gucci. Mr 
Ford might also leave. 
He has recently seemed 
disenchanted with the fash- 
ion business and has dis- 
cussed a new career as a 
film director. 

If that happened. Prada 
could win control of Good, 
only to have to relaunch it 
yet again. 


Komercni Banka chief faces removal 


that VAE could be worth up 
to SchZOOO a share to a bid- 
der willing to pay a premium 
for control 

Paul Severin, bead of 
research at CAXB, Bank Aus- 
tria's investment bank 
which is advising VAE. said 
that the latest offer values 
VAE at 21.5 times current 
year earnings - a premium 
of more than a third to the 
average Austrian multiple. 

VA Stahl bas built up a 
stake of over 10 per cent in 
VAE and De Dietrich is 
understood to also own more 
than 10 per cent of VAE. 


By Rohm Anderson 
in Prague 


The Czech government is to 
replace the chief executive of 
Komercni Banka as part of a 
shake-up at the state- 
controlled bank. 

Ivan Piiip, finance minis- 
ter, said Richard Salzmann 
and three other members of 
the executive board would 
be dismissed at the annual 
meeting tomorrow. . He said 
he would nominate Jan Kol- 
lert, head of the Czech sub- 
sidiary of Germany's 


Hypo-Bank, as the new chief 
executive. 

“We want the bank to 
become more dynamic and 
improve its position," Mr 
Klip said. 

The decision comes a few 
months after Goldman Sachs 
was appointed to advise on 
the sale of the state's 
remaining 48.7 per cent 
stake, though the speed of 
the privatisation depends on 
the outcome of this week- 
end's general election. 

The Social Democrats, who 
are leading in opinion polls. 


have called for a delay until 
2000 . 

The sackings follow a tur- 
bulent period for the bank. 
The shares have sunk from 
about K.C3.050 in February 
last year to about KcSOO. 

Komercni is burdened by 
non-performing loans made 
in the early 1990s but for 
which the bank has only 
recently made adequate 
provisions. 

Earlier this year tt was 
forced to make Kc3.5bn 
(3103m) worth of special loan 
provisions and move Kc7bn 


from general provisions after 
cutting the estimated value 
of its real estate collateral. 
This helped reduce profits 
from Kc5.24bn in 1996 to 
only Kc457m last year. 

Mr Salzmann. 68, is the 
country's most famous 
banker and bas been in 
charge of Komercni since 
1990, shortly after it was 
founded. His retirement bas 
been the subject of constant 
speculation, which intensi- 
fied when he stepped down 
as ch ai r man in March. 

The bank’s critics have 


claimed that Mr Salzmann’s 
dose links to the party of 
former premier Vaclav 
Klaus, for which he is a sen- 
ator. influenced some of the 
bank’s questionable loan 
decisions to struggling priva- 
tised industrial companies. 

Mr Salzmann has always 
rejected such charges. “We 
are permanently under sus- 
picion by analysts that we 1 
are an instrument of the 
state to influence the econ- i 
omy,” he has said. “In fact, 
we have got used to liberty 
in r unning the bank.” I 



GENERAL PROCUREMENT NOTICE 


PROCUREMENT OF THE GOODS AND SERVICES 
UNDER JAPANESE GRANT AID '97 
FOR ECONOMIC STRUCTURAL ADJUSTMENT OF 
THE LAO PEOPLE'S DEMOCRATIC REPUBLIC 


The Government of the Lao PDR has received a Grant Aid of 1.5 billion Japanese Yen from the 
Government of japan to purchase the Goods and services incidental to such Goods for public 
organizations and private sector companies of the Lao PDR. 

Categories of the Goods are; 

□ Bus and Mobile Workshop Vehicle 

□ Cement (Portland cement and Mixed cement) 

□ Steel Bars (Round Bars and Deformed Bars) 

□ Petroleum Products (Motor Gasoline and Gasoil) 

Eligible source countries are all countries and areas except the Lao TOR 

Firms or companies who are interested in supplying the Goo ds as mentioned above should 
submit to JAPAN INTERNATIONAL COOPERATION SYSTEM (J1CS) the following informa- 
tion in written English as soon as possible. The eligible firms or companies, however, are lim- 
ited to those who have their branch offices or agents in both the Lao PDR and Japan. 


(1) Name and address of firm or company 
12) Namefo) of person(s) in charge 
(3) Telephone and facsimile number 

The information is received BY FACSIMILE ONLY. By return, JICS would send REGISTRA- 
TION FORM by facsimile, which is to be filled and sent back with required documents fe.g. 
annual report! by registered mail, international courier service, etc. Only firms or companies 
who have submitted the REGISTRATION FORM prior to a pre-qualification (P/Q) wdl be reg- 
istered and P/Q will be made on only those firms or companies. P/Q for eac h procurement 
will be held one by one in accordance with the contents of submitted REGISTRATION FORM 
and will commence after three G) weeks from this publication as soon as aU the necessary 
preparation is ready. Criteria ot P/Q shall be determined byeach procurement which shall 
depend on each procurement conditions such as its nature, scale, etc. 

It should be noted, however, that JICS is not committed to invite ALL firms or companies 
expre ssing interest after weaving the above mentioned form. Tender Invitations will be issued 
to the pre-qualified firms or companies at a later date: The same General Procurement Notice 
can also be seen in our Home pag^, URLihttp:// www.pcsajr.jp until 25th June 1998. 
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More executives resign 
from Generate de Banque 


Gdndrate de Banque. the Belg^nbank 
the Belgo-Outch Forbs group, yesterday k **^***? 
execufo«sfcSlnfl its decision not to acceptfa **"f*J>8 
bid from ABN A/nro. The bank saldAmlre 
Catteeuhad tendered their resignations 
ot the bank and members of foe 
The departures fOHow last week s announcement by 
PaSlS^Janssen. the chainnan^^ gXFSZ 

after the Fort* offer was completed. Mnanri iChattaUha 

chief executive, has also said to 

oanerai secretary, has Indicated he wifi step down oncetxnr* 
SSSin is appointed. Frank de Wit. an Independent director. 

fart's and the other five rnanagemertr^^^^ 

drafo's 28 -strong board made clear their preference tor ABN 

raised « <*"***£. ; 

ABN Amro's offer, while a majority of 
to trigger a poison pffl defence making «t almost impossible 

for ABN Amro to win. Financial Staff 


^mier H» r 

U fall on 


WHITE GOODS 


BSH in offer for Thermador 


BSH of Germany. Europe's second-biggest white goods com- 
pany, yesterday moved further Wo the US through an agreed 
tatemrer Of Thermador. a California-based maker of cookmg 
appliances. Thermador, which concentrates on the upmarket 
end of the cooker business, is this year expected to have 
sales of S240m and accounts for an estimated 6 per cent of 
foe US built-in cooker market 8SH, the world's fifth biggest 
kitchen equipment maker, is a Joint venture betwee n Rob ert 
Bosch and Siemens, two large German engineering compa- 
nies. With sales last year of DM9.6bn |S5.3bn), mostly in 
Europe, it is trying to bufld sales In the US through new man- 
ufacturing and sales ventures. BSH, which is buying Therma- 
dor from the Michigan-based Masco group, did not disclose 
foe price of foe transaction Peter Marsh 


FOOD 


PepsiCo to sell Polish unite 


PepsiCo, the US soft drinks and snacks group, is putting «te 
polish confectionery and biscuits businesses up for sate. The 
operations are part of E Wedei. a Polish company in which 
PepsiCo first bought a stake in 1991. It bought out the , 
remaining shares earlier this year. 

The US group plans to reinvest the disposal proceeds, esti- 
mated at about 3200m. in its Polish soft drinks business and j 
in Wedei’s salty snacks side, which is already managed as , 
part of PepsiCo's Frito-Lay subsidiary. WedeTs chocolate 
business is Poland's market leader, with annual sales of about 
$100m. The biscuits business, which will be put up for sate , 
separately, has a slightly lower turnover. Possible buyers for , 
foe chocolate side indude other groups active in foe Polish . 
market - Nestfa, Cadbury Schweppes. Stollwerk. Fazer and - 
Kraft Jacobs Suchard. 

ABN Amro Corporate Finance, part of foe Dutch bank, has 
won foe mandate to handle foe disposals. Clay Harris 


ITALY 


lellnet fall holds 


-• - - -■ j i | o » 

Oil groups in Val d’Agri deal ^CCUrit’Or 


Eni, the Italian oQ end gas group, and Enterprise Oil, the UK 
independent explorer, have reached a long awaited agree- 
ment with foe southern region of Basilicata to launch fufl scete 
oil production In foe Val d'Agri in the southern Apennines. The 
oft field, discovered 10 years ago. is expected to become 
Europe's largest onshore oil field when it comes into full pro- 
duction in the next three years. 

Enterprise said foe oil companies had agreed to give the 
region royalties in advance, for a power plant to be built and 
to pay for environmental compensation. Regional authorities i 
are due to meet Romano Prodi, the prime minister, and Pier- . 
Iiigi Bernard, foe industry minister, tomorrow to seal foe 
agreement Paul Betts, Mian and Virginia Mash, London 
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RETAILING 


Karstadt sales 'disappointing’ 


Waiter Deuss, chairman of Karstadt. the German retailer, yes- 
terday said sates In the first five months of 1998 had been 
“disappointing" and that while domestic demand was increas- 
ing. foe retail Industry had not yet profited from the positive 
trends. Between January and May, Karstadt’s retail stores, 
which contribute nearly half of the group's total revenue, saw 
sales decline 3.6 per cent to DM4.5bn ($2.5bn). compared 
with foe same 1997 period. Sates at its Bertie retail stores ' 
dropped 4.1 par cent to DM1.3bn, while sates at its Neckar- 
mann maR-order unit declined 7 per cent to DM1 ^bn on a - 
Rke-for-iike basis. However, Mr Deuss said he expected 1998 
pre-tax profit before extraordinary items to be higher than 
1 997’s DM2 77m. AFX-News, Essen 
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U.S. $150,000,000 



Bank or Ireland 


(Established in tretand by Cnartor ki T783. and havtog bn&od IgbBty) 


Undated Heating Rate Primary Capital Notes 


in accordance wfih the provisions of foe Notes, notice is hereby 
given that for the three month Interest Period from June 17, 
1998 to S eptemb er 17, 1998 the Notes wS cany an Interest 
Rate of 53375% per annum. The' interest payable on the 
relevant interest payment date, September 17, 1998 wffl be 
US. 3151 .74 per U.S. $10, GOO principal amount 


By: The Chase Manhattan Bank 
London, Agent Bank 


June 17, 1998 


Q CHASE 


TriGem Computer. Inc. 

NOTICE 

To foe bolder* of the outstanding 

U.S. $30,000,000 

3VS per cent Convertible Bonds due 2005 
of 

TriGem Computer, Inc. 


PERSONAL 


PUBLIC SPEAKING 


Training and speech wriflng by ’ 

award winning speaker. 4 

Fkstteswnlrea. » 

Tel: (01727 861133) 7 


NOTICE IS HEREBY GIVEN to die hnMcni of rfac above Him* due, tt die 
MeednS «rf such hoMea convened fa the Notice of Metrm* published In 
me rswnctf Tina and the (jtttsdaopa’ Wort on 20th Mali W8 and hdd ar 
lOJOajn. (Send time) oo II th June, 1 998, the Extraordinary Resobtm iet cut 
to such Nocioewat duly passed. 

Accoidindy the modifications ro the' Tenia and Cbndtoow of such Ban* and 
tteTTMDeedcoomotfingtheffl referred o> match Nodcehave been nude »nh 
effecx iroan J wae. 1998 fa means rrf a Third Supplemental Trust Deed dated 

loth June. 1998. 

The Z0OQ Put Price has beeiv calculated fa Daewoo Securities Co, Ltd. and fan 
been set at 1 17.4 15 percent, of the prinetpal amount of the Bank 


Sr;- 

ass!-. 


17* June. 1998 


ItonkmThistee Company limited 


A Prime Site 


^mc. Ro V ai S.- ni 


Attention: Mr. Eiahi AOKL Project Manager 
Procurement Office far Non-Project Grant Aid, 

Grant Aid Management Dept, 

JAPAN INTERNATIONAL COOPERATION SYSTEM 
5th Root; Shinjuku Sanshln Bldg.. 

4-9, Yoyogi 2-diome, Shibtrya-ku, Tokyo 151-0053, JAPAN 
TEL- 81-3-5352-5981 through 5988 FAX: 81-3-5352-5994 


HongkongBank O 


The Hongkong and Shanghai Banking Corporation Limited 
(Incorporated in Hong Kong with Omited Battity) 


U.S.$400,000,000 

PRIMARY CAPITAL UNDATED FLOATING RATE NOTES 
{Remo saves; 

Notice is hereby given thal foe Rate of Interest has been 
fixed at 5.9375% and that foe interest payable on foe relevant 
Interest Payment Date September 17, 1998, In respect of 
US$5,000 nominal of foe Notes will be US$75.87 and In 
respect of USS1 00,000 nominal of the Notes will be 
US$1 .517.36. 


jbvKUSK emote • 

faQi^HA(CofporeB<^&T r»sq.Aanitterf' CfTIBANCO 


for your 

Commercial 
Property 


of Scoti^ K 

pie 


U*S. $500,000,000 

cmcoRPo 

Sahon tmated B«nk A dfeatabfe Note Capital R ANCS 

Nteico a htedby given that the Rata ti Interest has been fixed at 

ifmnSSc"- IS"™' 


Advertise your property to j 
approximately 1 million FT i 


readers In 160 countries. , 


ins 17, (998, loader 
*T- HA (GoipoqfeAgmqr & TM. Agnt U 


CmBANC&l 


For details; 

Tina McGorman 
+44 (0)171 873 3252 


Fax: 444 (0)171 873 3098 
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; jCO_MPANIES_& FINANCE: UK 

PHARMACEUTICALS JUDGMENT OF EXECUTIVES OF UK'S TWO LARGEST DRUGS C OMPANI ES CALLED INTO QUESTION 

MPs criticise Glaxo/SmithKline ‘adventure 


COMMENT 


Premier Farneli 
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By Jenny Lmby 

The House of Commons 
Science and Technology 
Select Committee yesterday 
slammed the heads of ra«iwy 
Wellcome and SmithKIine 
Beecham for undertaking 
“an adventure with major 
national assets" without due 
cored deration or accountabil- 
ity. 

Reporting on the failed 
merger plans between the 
UK’s two largest drags com- 
panies, the committee con- 


cluded that "the judgment of 
the senior executiv e s must 
be called into question”. 

Their decision not to pro- 
ceed had denied the UK, and 
shareholders, a "national 
champion with research and 
development at its heart". 

Together, the two compar 
nies account for a fifth of all 
private sector research and 
developmental spending in 
the UK. Both believed com- 
bining would lead to a more 
efficient and competitive 
R&D operation. Yet their 


merger had foundered "with- 
out a dear cause consistent 
with the claimed advan- 
tages", said the committ- 
ee. 

*Tt must be a cause for 
public concern as well as 
concern to shareholders that 
neither of the chief execu- 
tives nor the boards of die 
two companies have been 
hdd publicly accountable far 
this course of events, nor 
have adequate explanations 
been forthcoming," said the 
MBs. 


Glaxo Wellcome expressed 
disappointment at the com- 
mittee's findings, particu- 
larly with regard to public 
accountability. 

"The deal’s breakdown 
was discussed at length at 
our own annual general 
meeting, and Indeed during 
the committee's own hear- 
ings." 

Sir Richard Sykes, Glaxo’s 

said it became dear over 
three weeks of general talks 
that a unified management 


structure was impossible. 
Without that the inteDefitoal 
capital ywential to a success- 
ful drugs company would 
disappear. 

Jan Leschly. SmithKUn® 
chief executive, argued a 
breach of tr u st on Glaxo 's 
part, saying it had agreed to 
a merger of equals, but lata* 
proposed what amounted to 
a takeover without a pre- 
mium for SmithKIine' s 
shareholders. 

RmitMOitte welcomed the 
committee’s conclusion that 


it was better that the two 
companies remain separate 
than that the merger pro- 
ceed and fail 

The MPs also acknowl- 
edged there were clear differ- 
ences in the managerial 
Style Of the tWO wrnipgnire 
and that each was viable 
alone. 

However, they still 
believed the companies' R&D 
needs would eventually 
drive them together. 


Lex, Page 14 
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** Premier Farneli 
shares fall on 
trading update 


FKI prepared for acquisitions 


.iCu to soii Polish units 


By Susanna Voyle 

Shares in Premier Parnell 
fell more than 14 per cent 
yesterday after the elec- 
tronic components distribu- 
tor warned of tougher trad- 
ing conditions - and 
announced a low-profile new 
chief executive. 

The shares fell 51%p to 
313%p, after the City took 
the trading statement as Pre- 
ijfm mier Parnell's third profits 

™ wanting in two years. 

At the smrrnst 1 nwrirng in 

York, Malcolm Bates, chair- 
man, said there had been a 
“marked softening” in the 
past two months in the 
North American and UK 
markets, which make up 
two- thirds of Premier Par- 
nell's operations. 

He also announced the 
appointment of John {first, a 
45-year-old executive from 
Imperial Chemical Industries 
as chief executive from July 
1. The appointment of Mr 
Hirst, currently officer to the 
Id executive, did- not go 
down well in the City. 

“What people were looking 
for was a highly respected 
rjt City figure who was going to 
be seen as putting a form 
hand mi the tiller," said one 
analyst “An unknown 45- 


year-old is not going to allow 
the City to breath a huge 
sigh of relief." Another said: 
“Nobody has ever heard of 
him, but if he is young 
enough and enthusiastic 
enough, it could be just what 
the business needs." 

Premier Farneli suf- 
fered a series of blows since 
January 1996 when Leeds- 
based Farneli Electronics, 
said it was buying fellow 
component distributor Pre- 
mier Industrial of the US for 
S1.85bZL The deal was 
opposed by some institu- 
tional investors who feared 
the company was overpaying 
- and Howard Poubon, Far- 
nell’s chief executive; 
pushed it through in the face 
of a shareholder revolt 

Mr Bates insisted Mr Hirst 
was the right man to replace 
Mr Pontoon, who was sacked 
in January. He would bring 
sound business and 
international experience. 

Premier Farneli insisted 
the trading statement was 
not a profits warning. Mr 
Bates said the slowdown 
could he the result of the 1 
Asian economic downturn. { 
“We have a good business 
which is highly profitable 
and heavily cash genera- i 
five.” I 


By jwvnar apOTM iwoo 

FKI could spend £200m 
($328m) on acquisitions 
“without a problem”. Bob 
Beeston, chief executive, 
said yesterday as the engi- 
neering group beat expecta- 
tions with a 24 per cent rise 
in profits before exceptional 
items. 

The materials handling, 
hardware and electrical engi- 
neering group was looking 
to three main areas for 
organic growth in the 
coming year, Mr Beeston 
said. 

The Brldon wire rope busi- 
ness. bought in August 1997 
for a 37.5m, would show fur- 
ther profit and margin 
improvement; the AUen-Ste 
vans door and window fit- 
tings group, bought last 
month for £42. 8m, would 
begin to contribute Improved 
profits; and the electrical 
engineering division would 
start to show the benefits 
of its recent reorganisation. 



Bob BectstoiK spewing £200m would b® no problem Jeson Orton 


Pre-tax profits for the year 
to March 81 jumped from 
£87.6m to £14Sm, an turno v er 
up 28 per cent to £L29bn - 
although the 1997 profit fig- 
ure was hit by £2im of 
exceptional reorganisation 
costs. 


The 1998 figure was flat- 
tered by £ 12 . Bm p rofits on 
the disposal ofFKTs automo- 
tive division, which was par- 
tially offset by £7.ira of one- 
off costs for 350 job cuts at 
Bridon. 

Mr Beeston said he was 


“delighted" with the integra- 
tion of Bridon, which had 
improved margins from 52 
to 6-5 per cent in the second 
half, and was on target to 
beat its 10 per cent margin 
target within two years. 

FKI was now better 
spread, with North America 
responsible for 66 per cent of 
operating profits rather than 
the former 84 per cent level, 
he added. Acquisitions 
might come in lifting prod- 
ucts, hardware and rotating 

lBHchlnW. 

Mr Beeston said order 
intake and trading since the 
year-end had been better- 
than in 1997, and pointed to 
new orders in electrical engi- 
neering, which had been 
won despite the strength of 
sterling. 

Earnings per share jumped 
from 9J22p to 15A8p. A final 
foreign income dividend of 
42p will lift the total pay-out 
by 14 per cent to 7-5p. 

The shares rallied 6p to 
I93p yesterday. 


One day Premier Farneli will _ . 

make an announcement that Jj” 1 ” 

does not send its sharebold- ””^^**5** 

ers running for cover. But ^ ^ j^***” 

yesterday's news merely V a 

managed to send the shares y 

down another 14 per cent. u ] 

Malcolm Bates, chairman. 

must be relieved that the l 

next trading statement will a ju . 

be doled out by John Hirst, >A 

the ex-lmperial Chemical V 

Industries man appointed « _V_ 

yesterday as Premier’s new ft 

chief executive. The fact that 1 

the US and UK markets for «i u uim ■■■ 1 '■ 

Premier's catalogue distribu- i« row 

lion business has softened swaftwao 
should not surprise. Many of 

its customers, especially in the computer industry, arc cast- 
ing a worried look over inventories in light of the Asia 
crisis. Certainly, some analysts interpreted the “marked” 
softening as meaning lower profits, even if the company 
steered clear of the dreaded profits warning tag. 

Premier Parnell's arch UK rival, EScctrocomponems, has 
also said that the last two mouths are proving tough. But it 
has taken remedial action - such as increased marketing 
and adding new products to its portfolio - and docs not 
seem to be suffering as much. 

Golden shares 

Golden shares in privatised companies have so rarely been 
used by the UK government to veto deals that it is easy to 
forget they still exist. But the planned privatisation of 
National Air Traffic Services has raised this ugly bead 
again. Politically It looks a neat trick. The government 
apparently gives up control and sheds Nats' debt, but it 
retains a say in who controls the company. Financially there 
are two drawbacks: potential political Interference will 
reduce the sale price, and the discipline that privatisation 
imposes on management will be watered down. 

These drawbacks ought to be minimised. The government 
can put a time limit on its golden shore, as it did with the 
regional electricity companies. It should also define tire 
circumstances in which the veto would be activated. When 
the Tory government cited competition concerns in UK 
power generation for warning off a US bid for National 
Power, the reasoning looked incomprehensible. The plus 
point for Labour is that the golden share helps muffle 
opposition to privatisation. But investors should factor polit- 
ical risk into their bids, mi top of the regulatory' risk. 


NTL makes [Eurotunnel talks on interest cut 

O 'I By Chafes Batchelor to lower the level of our debt The annual charge on £385m a year until 2003. 

J . I fall III I III Y% financial charges," Patrick this debt is £33m. Traffic volumes thre 

***“"■ * m kj Eurotunnel, the Anglo- PonsoIIe, chairman, told the Eurotunnel has already the tunnel rose in the 
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Cellnet fall holds 
back Securicor 
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By Susanna Voyte * 

A foil in profits from Cellnet, 
the mobile telephone opera- 
tor, combined with increased 
investment in other commu- 
nication projects to depress 
underlying Interim results 
from Securicor. 

Shares in the security, dis- 
tribution and telecommuni- 
cations group yesterday fell 
30p to 44lKp after it also 
waned that extra marketing 
costs would continue to 
depress results for the rest of 
this financial year. 

Group profit before tax. 


RESULTS 


exceptfonato and discontin- 
ued operations fell 19 per 
cent to £43.lxa. Profit before 
tax and interest foam fts;40 
per cent stake in Cellnet fell 
from £50 Am to J44An. 

Profits at Cellnet were 
depressed by the oast of sub- 
sidising customers switching 
from analogue to its digital 
network, short-term promo- 
tions and the cost of integ- 
rating two small businesses. 

Analysts said British Tele- 
communications, which 
owns the nest of Cellnet. 
mig ht resume efforts to buy 
Securicor's stake. 


By Man Cana 

Consolidation in the UK 
cable television and commur 
nications industry was virtu- 
ally complete last night fol- 
lowing the acquisition of 
ComTel, the UK’s fourth- 
largest cable operator, and 
Diamond Cable, the seventh 
largest, by NTT; for a' total of 
about £i.4bn ($2.3hn) in 
cash, stock, and debt ; 

The deals meant the num- 
ber (rf UK cable companies 
has declined from 24 to five 
in five years. Analysis bad 
predicted consolidation 
would continue, driven by 
the huge cash demands of 
the cable business, until 
only two or three big groups 
remain. 

NTL is one of the UK’s 
principal alternative tele- 
communications operators 
in the UK with a high capac- 
ity national network and 
extensive able interests. 

It bad been widely expec- 
ted make further acquisi- 
tions following its failure 
last month to win a bidding 


battle battle for General 
Cable which went to Telew- 
est, vying with Cable and 
Wireless Communications to 
be the UK’s largest cable 
company, for £649m. NTL 
ranks third. 

Yesterday NTL said it had 
agreed to acquire ComTel, a 
wholly owned subsidiary of 
the Dutch telecoms operator 
KPN, for £550m in two 
stages. NTL will Initially 
, acquire some ComTel prop- 
erties for £275m in cash. 

In fixe second stage, after 
corporate reorganisation 
measures within ComTel are 
complete, the rest of the 
company will he acquired 
for £20 Dm in cash and 
£75m in a new NTL Pre- 
ferred Stock. 

The cash portion of the 
first stage of the transaction 
is being met through an 
amendment to NTL’s exist- 
ing loan facility with Chase 
Manhat tan B ank. 

The acquisition of Dia- 
mond Cable is for 8830m in 
stock, plus the assumption 
of 8830m in debt 


By Chafes Batchelor 

Eurotunnel, the Anglo- 
French operator of the Chan- 
nel tunnel, has begun negoti- 
ations with fts banks aimed 
at cutting its annual interest 
charge of £38Sm (SSSLra). 

“We believe there is scope 


to lower the level of our 
financial charges," Patrick 
PoosoDe, chairman, told the 
annual meeting in London. 

The company wants to 
lower “the substantial mar- 
gin” at 2 £ percentage points 
it pays over the interbank 
rate on its £384m senior 


debt The annual charge on 
this debt is £33m. 

Eurotunnel has already 
achieved a considerable 
reduction in its interest via 
the financial restructuring 
agreed last October. This cut 
the annual payment from 
£634m in 1997 and fixed it at 


£385m a year until 2001 
Traffic volumes through 
the tunnel rose in the first 
five months of 1998 and 
Eurotunnel should reach its 
restructuring prospectus tar- 
get of covering 56 per cent of 
its financial charges from 
cash flow this year. 
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INVITATION 

FOR EXPRESSION OF INTEREST 

tor the purchase or 30,000,000 common registered shares in Duty Free Shops S.A. 

The Public Company for Transferable securities (foe “SeUeO- a wholly-owned subsidiary of the Hellenic Republic, hereby 
announces its intention to proceed with the cash sale of thirty million (30.000.000) common registered shores (the “Shares") in 
Duty free Shops S A. (the “Company”) representing approximately 80% Of its shore capital. It is intended thaz the Shares will 
be sold to a single purchaser, or group of purchasers acting jointly. The Seller invites prospective buyers to express an interest 
to purchase all foe Shares (foe “Expression of Interest”) according to foe following terms: 

The Company 

The Company operates 33 duty free outlets located at iaremaboaal airports, ports and border stations in Greece. They mainly 
sell cigarettes and tobacco products, alcoholic beverages, perfumes and cosmetics. The Company operates under tbe brand- 
name “Hellenic Duty Free Shops". In 1997. sales amounted to approximately GRD 30.4 billion, while pre-tax earnings for tbe 
same year reached about GRD 18 billion. Under Article 120 para. 4 of Law 2533/97 the Company has been granted the right 
mopenufeexistxijgrn-fuiurediRy free shops fo Greece fir a period of fifty (50) years, oominenctRg 1 January 1998. 

The Company's share capital amounts to GRD 3,762^500,000 divided into 37,623,000 common registered shares. Tbe 
Company was listed on tbe Athens Stock Exchange in March 1998 and foe closing share price on 15 June 1998 was GRD 4.113. 


1. Expression of Interest Prospective buyers (the “Interested Parties") should submit an expression of interest for the purchase 
of the Shares (the “Expression of Interest"). Expressions of Interest should be submitted to NBG International Ltd., an 
affiliate of the National Bank of Greece and National Investment Bank for Industrial Development and advisor to the Seller 
(tbe “Advisor”) by 26 June 1998. Expressions of Interest should include: (i) tbe identity of the Interested Party, along with 
a brief description of its activities, as well as recent financial statements (e.g. annual reports), and fii) foe Expression of 
Interest according to the terms hereof. 

2. Evaluation and Selection: The SeDer has foe right, at its absolute discretion, to select all or some of the Interested Parties, 
reserving foe right to reject any or all of them. The Advisor to the Seller will inform tbe selected interested Parties by 29 
June 199S and will furmsh them with a confidentiality letter. 

3. Interested Parties Briefing Procedure: The selected Interested Parries, who return the confidentiality letter duly signed, will 
receive a copy of the concise Offering Memorandum, together with copies of the Company's financial, legal and tax audit 
reports. Furthermore, they will be entitled to submit to the Advisor written questions regarding foe Company until 8 July 
1998. Tbe Advisor will decide, at its absolute discretion, which questions can be answered, and those repljes, along with a 
draft Share Purchase Agreement which tbe buyer will be called upon to execute, will be included in the appendices of the 
Offering memorandum which will be submitted to the Athens Stock Exchange (“ASE"). according to tbe provisions of the 
following paragraph. 

4. Submission of Offers: An Invitation for the Submission of Offers for foe purchase of the Share (the “Offers”) according to 
tbe Resolution of the Board of foe ASE dared 19 February 1998 as amended, is expected to be published on 10 July 199S. It 
is expected that Offers by Interested Buries wifi be submitted mi 27 July 1998. The financial terms of the Offers win be 
pabiicly announced. Within five working days from the expiry of the submission deadline, tbe Seller will announce to die 
Board of die ASE the Offer selected, or its decision to reject oil Offers. 

5. Commitment of the Purchaser Employment relations with foe personnel will continue to be governed by tbe legislation in 
force and by the General Personnel Regulation - ratified by Joint Ministerial Decision ! 598/20 J. 1 996 (Government Gazette 
B 390) by the Ministers of foe Interior, Public Administration , and Decentralisation, of Finance and of Social Security - 
except for those provisions enacted as a consequence of the Company being pan of the public sector which will no longer 
have effect once the Company censes to be part thereof. 

The purchaser of foe Shares will assume foe obligation to respect labour and soda! security entitlemenu of foe personnel, as 
such entitlements are provided for in Personnel Bylaws. Collective Agreements, company practices. Presidential Decree 
572/88 and infividu&l employment contracts. 

6. By submitting an Expression of Interest, Interested Patties accept the terms and conditions of this Invitation and acknowledge 
the absolute discretion of foe Seller to proceed with or to terminate this transaction or io amend unilaterally the (erats hereof. 
Furthermore, die Seller reserves foe right, at its absolute discretion, to accept one or none of the Offers, as provided for in 
tbe Resolution of foe Board of the ASE Although tbe Advisor, die Seller and the Company wiH use iheir best endeavours to 
furnish foe Interested Parties with accurate and complete information regarding the Company, they make no representation 
or warranty as to die accuracy and completeness of any information furnished to any Interested Party, either verbally or in 
writing, at any stage of this process; Interested Parties should independently investigate, verily and analyze information about 
foe Company. As a considerable part of foe information material to be provided to (he Interested Parties will be in Greek, 
they should be prepared 10 translate h- 

7. Interested Parties may obtain a brief description of tbe Company and its activities from NBG International Lid., Old Change 
House, 128 Queen Victoria Street, London EC4V 4HR, United Kingdom, tel. +44 1 7 1 661 -S656. fax +44 17 1 66 1-5666. For 
any additional information. Interested Parties may contact Mr. Qntiros Millas, Associate, NBG International Ltd., at the 
address and numbers above. 

Athens, 15 June 1998 
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Surfing in the 
wake of the 
Americans 


The US has led the world in internet 
trading. But the world must at least try 
to catch up, says Vanessa Houlder 


P Although electronic 
commerce seems to 
have the power to 
erode physical distance and 
national barriers, its geo- 
graphical scope is distinctly 
limited, with the vast built of 
internet trades conducted 
within the US. 

American businesses and 
consumers made nearly nine 
out of 10 of the S7.6bn inter- 
net purchases last year, 
according to International 
Data Corporation, a research 
consultancy. US businesses 
account for 70 per cent of 
web sites and 93 per cent of 
web revenues, according to 
ActivMedia Research, 
another research company. 

This massive lead on the 
part of US business raises 
questions about the future of 
e-commerce. Does it matter 
that other countries are lag- 
ging behind? How fast 
should they - and can they 
- try to catch up? 

There are at least three 
reasons why businesses la 
other countries should worry 
about railing behind. First, 
they will miss out on the 
cost savings and efficiency 
gains that come from mar - 
keting and processing orders 
on the internet. When 
Andrew Grove, chairman of 
Intel, addressed European 
business leaders last year, 
be said: “My biggest concern 
for Europe is that its compa- 
nies operate like old-line US 
companies did 10 years ago.” 

Then, first initial movers 
may have a significant 
advantage over latecomers 
in some sectors. For exam- 
ple. recent research by Gold- 
man Sachs, the investment 


bank, highlighted the risks 
for European retailers in lag- 
ging behind their fast-mov- 
ing. internationally minded 
US counterparts such as 
Amazon.com in books and 
Gap in clothes. -The danger 
this carries for European 
retailers is that they could 
be sidelined,” it said. 

As well as being first mov- 
ers. US businesses can gain 
advantage from the fact that 
wholesale prices are nor- 
mally lower in the US than 


'How far is the US 
ahead and what is 
the rest of the world 
doing to catch up?’ 


In smaller, less competitive 
markets. That conld boost 
US online exports, which 
represent 10 per cent of the 
web-generated revenue 
stream in the US. according 
to ActivMedia. An analogy 
with out-of-town shopping is 
sometimes cited. The infor- 
mation superhighway may 
allow shoppers to find 
cheaper deals in the US. just 
as out-of-town shopping cen- 
tres drew customers away 
from the high street 
Last, companies may be 
missing out on an important 
business opportunity. E-com- 
merce is a relatively inex- 
pensive way to break into 
new markets; the large, 
highly “Wired” and afOnpnt 
US market is particularly 



Looking ahead: Singapore plans to connect its already highly educated population to the web Reuters 
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attractive. Canada, with 
small local markets but few 
language or trade barriers to 
the US. derives five out of 
six revenue dollars from 
export trade, according to 
ActivMedia. 

Given these risks, will 
companies outside the US 
really allow themselves to 
fall behind? Most analysts 
think the gap will narrow, 
although the US will main- 
tain a strong lead. In 2002, 
IDC estimates that the US 
will account for a 64 per cent 
share of a $333 bn market 
Western Europe will account 
for 9 per oent of deals, com- 
pared with 7 per cent in 1997. 
Asia Pacific will have 16 per 
cent compared with 4 per 
cent last year. 

What issues affect the 
speed at which countries 
will embrace e-commerce? 
As Glover Ferguson of 
Andersen Consulting points 
out. the most obvious 
requirements are affluence, 
access to a personal com- 
puter and - to some extent - 
use of English. 

But other factors come 
into play. For instance, the 
enthusiasm shown by con- 
sumers in the US for e-com- 
merce has been bolstered by 
the popularity of mail order, 
the widespread use of credit 
cards, the relatively cheap 
cost of sending parcels, and 
a favourable tax system, 
where goods bought in one 
state but delivered in 
an o th er escape sales 
tax. 

Many of these factors are 
absent in Europe, where con- 
sumer e-commerce has had a 
slow start Forrester, the 
international research com- 
pany. predicts that in 200 L, 
53J5m people in Europe wiQ 
be online. This amounts to 
about 13 per cent of the total 
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population, compared with 
34 per cept in the US- 

The market is fragmented 
because of language differ- 
ences, standards, regulation 
and consumer protection. 
Other factors are the slow 
pace of telecoms deregu- 
lation in some countries, and 
the high cost of internet 
access, which can be several 
times that in the US. 

But some of the obstacles 
to European internet growth 
are likely to diminish. The 
single currency may stimu- 
late cross-border shopping. 
In addition, Europe could 
have an advantage through 
its advanced telecoms and 
smart card technology. 

Germany and the UK will 
be particularly important 

ECONOMIC GROWTH 


e-commerce users, according 
to Forrester, ft predicts that 
these countries will account 
for 45 per cent of online reve- 
nue in western Europe in 
2001, amounting to SlBJibn 
and $i2^bn respectively. In 
particular, Germany’s manu- 
. factoring sector is expected 
to be a powerful force driv- 
ing Europe's online business 
trade. 

France will also be signifi- 
cant in online commerce, 
with revenues of $8.4bn by 
2001. Scandinavia, with its 
open telecoms market and 
high internet penetration, 
will also be an important 
market. It is likely to be 
used to paot e-commerce ini- 
tiatives that will later be 
offered worldwide. 


The picture is also mixed 
in Asia. The most enthusias- 
tic adopters of e-commercs 
are Japan, Australia, Singa- 
pore and Hong Kong. But 
Asia Is likely to remain 18 to 
24 months behind the US in 
the take-up of e-commerce 
because of its financial cri- 
sis, coupled with the region’s 
generally late start in 
addressing the Year 2000 
software problem, says Step- 
hen McKay of Andersen Con- 
sulting. 

The fitinru-iaT crisis in Asia 
may limit funds for invest- 
ment in e-commerce- How- 
ever, companies may find 
themse lves forced to adopt 
e-commerce to keep in touch 
with customers In their 
export markets. Moreover, it 


can help cut costs because it 
makes it possible to reduce 
stock levels and speed up the 
cycle. 

Elsewhere in the world, 
there is restricted access to 
the internet In South Amer- 
ica, there are several thou- 
sand people far every inter- 
net host according to Evan 
Schwartz, author of Webon- 
omics , a book on internet 
economics, in Africa and the 
Middle East there tend to be 
more than 100,000 people for 
eve r y internet host - a com- 
puter linked to the internet 
backbone. The figure for 
fa»bi« is estimated at more 
than 500,000. 

However, the size of these 
. countries mean they have 
huge growth potential If 2 


per cent of the population of 
farina and India went online, 
it would double the world- 
wide number of Internet 
users. Poor countries with 
relatively small PC penetra- 
tion could still become 
important in e-commerce. 

Forecasting the fixture 4f 
e-commerce Is hazardous, (o 
judge by the recent past, 
predicting how for and how 
fast it will take off in differ- 
ent countries is likely to 
r emain difficult, since its 
adoption is dependent on so 
many structural and cul- 
tural differences. Nonethe- 
less, one thing Is dear. As 
e-commerce becomes an 
increasingly important busi- * 
ness tool, few countries can# 
afford to ignore it. 
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Singapore’s electronic vision 


The city-state believes its prosperity lies with the world wide web, says Sheila McNulty 


KfigflTo try an spectacles 
in Singapore, you do 
■fc not have to leave 
your home. Mail in a photo- 
graph and Nanyang Optical 
scans the image and posts it 
in a secure part of its web 
site (www.nanyang.conusgj. 
Type in a password and you 
can try 200 frames on your 
image. Payment is made 
online, and the spectacles 
stopped to your door. 

This virtual shop was 
established by 26-year-old 
Bernard Yang, assistant 
operations manager of the 
family business. While his 
parents were sceptical about 
selling electronically, the 
Singapore government gave 
Mr Yang close to S$300,000 
(3171.000) to develop the soft- 
ware with his friends. 

Within a year. Mr Yang 
had 150 customers in the 
database, and Singapore was 
closer to bringing the entire 
city-state into the world erf 
electronic commerce- This 
effort is being led by the 
National Computer Board, 
which is responsible for 
Singapore's IT policy and 
development, and recognises 
that, with a population of 


just 3m, one of the best ways 
to grow Singapore’s econ- 
omy is via the web. 

“We see e-commerce as an 
enabler for the economy, 
like the fox and the tele- 
phone." says Michael Yap, 
the boards’s deputy chief 
executive. “Most people 
don't make money out of 
them, but they are the tools 
for doing business.” 

One in three Singapore 
households owns a computer 
and 267,400 people were 
internet subscribers at the 
end of 1997. They go online 
to deal with government 
agencies, buy goods such as 
groceries or tickets, order 
taxis and pay bills. 

That is just the start The 
country is building Singa- 
pore ONE (One Network for 
Everyone), the world's first 
nationwide broadband net- 
work, which is to deliver a 
high level of interactive, 
multimedia applications and 
services to every home, 
school and office. 

The network eliminates 
much of the frustration of 
using the internet by provid- 
ing access at least 100 times 
faster than currently possi- 


ble through no rmal analogue 
modem dial-up, using a 
bandwidth big enough to 
carry heavy data loads such 
as live video. By the end of 
the year all 800,000 house- 
holds in Singapore will be 
able to connect. The board 
also organises an “e-sale" by 
Singaporean companies 


By the end of the 
year all 800,000 
households in 
Singapore will be 
able to connect 


twice a year to encourage 
electronic shopping. 

Singapore is also adopting 
a commercial code far elec- 
tronic transactions. “There 
are no dear roles in the 
paper world that one could 
apply in cyberspace," says 
Charles Lim, senior state 
counsel and director of the 
government-owned Com- 
puter Information Systems 
Department. 


For example, registered 
mail in the paper world 
establishes whether someone 
has received a document. 
But with electronic mail, 
there is usually no way to 
tel) whether or not it was 
received. Or, if a contract is 
signed by someone based in 
Singapore on a laptop en 
route to Tokyo and then sent 
on to someone else in the 
US. the parties might later 
disagree an which country’s 
laws would apply in settling 
a dispute and even at which 
moment the contract went 
into effect 

Singapore has this month 
drafted an Electronic Trans- 
actions bOL It stipulates the 
basics to eliminate some 
areas of potential dispute. 
For example, it says con- 
tracts can be formed elec- 
tronically and digital signa- 
tures are acceptable, thereby 
e l i m inating a possible dis- 
pute over whether an online 
contract was valid. It also 
states that records can be 
kept in electronic form. 

“The idea is to enable busi- 
nesses to create new ways of 
doing electronic business," 
Mr Lim says. The main ain^ 


in drafting the bill, he 
explains, was to make it con- 
sistent with global electronic 
commerce regulations and 
guidelines, to minimis* dif- ■ 

ferences with various coun- 
tries. - 

Singapore hopes its efforts 
to establish an infrastruc- ■’ 

tore conducive to e-com- 1= 

merce will attract onlin^ J| 

companies such as Ama- * 
zan.com. the world’s largest 
seller of online books, to 
house regional warehouses 
there. Such developments 
Mr Yap notes, have implica- 
tions for Singapore's other 
hub activities, such as its 
port. There is also the 
encouragement that such 
companies might give to 
local companies to be more 
innovative in using the web. 

Meanwhile, Mr Yang and 
his software developers are 
working on providing more 
ways to boost business on 
the net. Today, customers 
can try on coloured or even 
Dowered contact lenses at p 
Nan yang's web site. “People 
don’t physically have to go 
down to the shop and keep 
stuffing their eyes with plas- 
tic," says David Leow. man- 
aging director of software 
company Sparkmedia. 


One of the biggest issues raised 
by the Justice Department's 
antitrust lawsuit against 
Microsoft is the software 
company's control over what 
appears on the opening screen, or 
"boot screen", when you turn on 
a personal computer. 

In its lawsuit, the US 
government argues that 
Microsoft is excluding 
competitors by demanding that 
PC makers not modify tbe 
opening screen by. for example, 
substituting Netscape's internet 
browser for Microsoft's Internet 
Explorer. 

Microsoft claims it is within its 
rights. “Asking Microsoft to 
display another company's wares 
on the very fust screen is like 
telling McDonald's that 
customers who want a Big Mac 
must visit a Buiger King before 
buying.' - the company said. 

No doubt lawyers an both sides 
will have a great deal more to 
say on this topic when the case 
goes to court in September. In 
the meantime, there are moves 
afoot outside the courtroom to 


Lawsuit is fighting the last war 


Technological advances may have already wrested control of the opening screen from Microsoft 


wrest control of the opening 
screen away from Microsoft 
In the next couple of weeks 
Packard Bell and NEC home 
computers will start shipping 
with a new "control bar” on the 
opening screen that gives direct 
access to software applications 
and internet sites, some of which 
can be customised. 

The technology comes from 
Pixel, a Seattle software startup 
(!0iem.tfiepnxfromponp.cbrn) and 
makes use of the sliver of black 
space surrounding the Windows 
display, called the “overscan 
area", where the extra control 
bar is displayed. , 

The first implementation 
includes buttons for direct access 
to web sites offering 
entertainment, news, sports and 
electronic commerce. A 
downloadable version, also aimed 


1 at consumers, will be available 
| this autumn and an office version 
is planned for next year. 

The control bar is aptly named. 
Jt gives Packard Bell - or anyone 
who cares to install tbe software 
. - greater control over the 
opening screen. The PC 
manufacturer, for example, may 
agree partnerships with software 
suppliers and web site publishers 
of its choice, highlighting their 
products on the control bar. 

Taking a different tack. 

Compaq Computer last week 
announced that it wffl provide a 
special keyboard with a new 
range of "internet PCs" that 
incorporates function keys for 
instant access to e-mail news, 
weather, shopping and other 
features. 

The appeal of the special 
keyboard has yet to be proven, 


bat like the Pixel software it 
enables Compaq to link op 
directly with internet publishers 
and access providers, effectively 
bypassing Windows. Technology, 
as usual IK Tniwhi g ' faster than 
the judicial system. 


Nasa has launched a new service 
on its web site displaying 
satellite images taken using 
infra-red sensitive cameras. The 
pictures - still and video - show 
the location and size of huge 
forest fires and the smoke plumes 
they produce. Environmentalists 
will ftune over the images, which 
demonstrate vast destruction and 
air pollution. Technologists will 
marvel at the computer imagery. 
Some of us are struck by both the 
means by which we can receive 


this information and its 
implications. Whatever your 
perspective, it is worth, a look 
(ht^clfmodarch^uuuxLffoo/ 
firejjtlastfiresJttml). . 


“Houston, we have a problem." 
The IT department and the 
marketing department are an 
different planets. They speak 
different languages and distrust 
one another. Budget overruns in 
marketing are blamed on the 
techies. Computer managers 
co m plain that marketing mairgg 
impossible demands. 

Such, situations are not at all 
unusual according to Kevin 
Costello, a partner In Arthur 
Andersen's global 
communications group. Tbe 
consultancy has developed a 


formula for bridging tbe chasm 
between "techies” and 
“non-techies": IT departments 
should treat their internal users 
as customers and try to figure 
out what is important to them. 

In return, operating units of a 
business should get the FT 
department more closely 
engaged, and include computer 
system managers in early project 
discussions. 

All wefi and good, hut the most 

Striking aspect of the Andersen 
plan is tbe introduction of TT 
service managers" who wort 
full-time in each department as a 

liaison between the business unit 

and the FT department. 

Who are these superheroes? 
They are “cros&disdpline” 
professionals who can talk the 
language of the techies and that 

rtf fha KnihxMH ^ 


They exist today largely by 
happenstance. Take; for example. 


the youngster who joins a gwuHi 
company and becomes the de 
facto computer expert who am 
figure out what has gone wrong 
with your PC or yout local area 4# 
network and fix it himspif, or rise* 
explain the problem in terms the ■ 
computer repair service person . 
can understand. 

Outside the high-tech industry 
and beyond the corporate IT \ 
department, understanding 
information technology is not - 
generally seen as a career 1 
booster. ' 

This has to change. Rewarding 
au employee for speaking a 1 
foreign language or obtaining a * 
professional qualification is fine, 
but encouraging him or her to ■ 
leana more about the basic IT 4 
tools may be even more " 

important 

The next generation of college 
recruits may be “Internet ready*. 
Until then, one of the surest 1 
ways to cut IT costs may be to ’ 
encourage the use of the interns* '£ f 
in the workplace, for whatever ' 
purpose. Think <rfit as a ' 

language lesson. 
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EURO PRICES 


m equities 


Europe rallies on yen’s recovery 


CURRENCIES & MONEY 


FT SYNTHETIC EURO RATES 


v.. 


HJMPEAN OVERVIEW 

By Simon Davies 

European equities enjoyed a 
reUrf rally yesterday, as the 
recovery of the yen and the 
Hong Kong stock market 
more than off-set the impact 
of the Monday ni ght fall on 
Wall Street 

The FTSE Eurotop 800 
index climbed 4.78 points to 
1208.82, recouping some of 
Monday’s 14-62 point decline. 

The Eurotop 100 index 
gained 7.60 to 27B&12. while 
the Ebloc loo. winch focuses 
only on countries participat- 
ing in the first wave of mon- 
etary union, moved 3.67 

Ewutop WEnroUoc 


higher to finish at 1011.21- 

The main gainers were in 
the. services, financial and 
general industrial sectors. 
The telecommunications sec- 
tor was particularly strong, 
with Deutsche Telekom and 
Prance TtUcorn both gain- 
ing by more than 2 per cent. 

However, analysts warned 
that industrials, exporters to 
Asia and luxury goods 
groups would remain 
extremely vulnerable to the 
economic malaise fn the Far 
East 

LVMH, the French spirits 
and luxury goods group, con- 
tinued to suffer yesterday, 
falling Ect&8 to Scums, 
and L’Oreal also edged 


lower. Paper and packaging 
companies also continued 
their recent decline. 

Dresdner Klein wort Ben- 
son has just published a 
research report recommend* 
mg 27 pan-European stocks 
on the basis that they are 
the only companies to be 
components of all of the new 
range of pan -European 
benchmark indices. 

They should therefore ben- 
efit from substantial antici- 
pated equity portfolio shifts 
following the launch of the 
Euro, as fund managers 
move away from domestic 
oriented fa? mQii§p ti 

The group of companies 
includes Royal Dutch, AlK- 


any , ING, Rni and U nile ver. 
The argument for these 
stocks is that as European 
fund managers respond to 
the Euro by building pan- 
European portfolios, they 
will buy the big. liquid 
stocks that carry significant 
weightings in the various 
indices. A short list of stocks 
will therefore become the 
core of uew European portfo- 
lios, and liquidity pressures 
in t bore shares should then 
force their prices higher. 
DKB argues that as funds 
attempt to track the new 
benchmarks “there will have 
to be very good valuation 
i s — op s not to own" these 
so-called Euro giants. 
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performance when investing 
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INTERNATIONAL CAPITAL MARKETS 




} Surprise inflation data hit prices 


GOVEnMMENnr BONDS 

By Jeremy Grant in U»don 
and John Labala b New Yoric 

Prices fell sharply yesterday 
after a surprise rise in the 
inflating rate in the US and 
the UK, with negative senti- 
ment stoked by a softer dol- 
lar, steady stock markets 
and a calmer situation in 
Asia. 

In the US, Treasuries suf- 
fered from higher than 
expected intuition in May, 
but analysts said further 
upward momentum in bonds 
■was likely. 

However, UK gilt futures 
were down almost one point 
after domestic hwifUi-nA infla- 
tion was shown to have hit a 
six-year high in May. Short 
sterling contracts were also 
hit 

Comments by key policy- 
setters at the Bank of 
England playing up inflation 
fears added to downward 
pressure, with some analysts 


predicting another interest 
rate rise might be in the off- 
ing, in spite of the recent 
quarter-point rise. 

However, most economists 
said global economic funda- 
mentals were unchanged 
and that the global bond 
rally still had momentum. 

“I think basically we've 
had a day’s setback. It's not 
the end of the global bond 
rally as we've seen it. 
There's no inflation globally 
so. therefore, this is still a 
"buy bonds' environment," 
said David Keeble. at Credit 
Suisse First Boston. 

US TREASURY prices 
were heading higher at mid- 
session. after rebounding 
from morning losses brought 
on by a slight pick-up In con- 
sumer inflation. 

By early afternoon the 
benchmark 30-year bond had 
risen j& to 107£, sending the 
yield down to 5.630 per cent. 

The 10-year note was op % 
to 101& yielding 5.406 per 
cent, while the two-year note 


inched £ higher to 100&, 
yielding 5.447 pcs 1 cent 

"The Asian turmoil sub- 
sided overnight so we got a 
pull-back in Treasuries. The 
market’s not trading off eco- 
nomic data but the stock 
market and the dollar/yen 
rate." said Claude FersLco, at 
Dresdncr Klein wort Benson. 

Althou gh prices had pn gpfl 
on the morning CPI repent, 
Mr Persico said the market 
recovered when investors 
decided that the figures were 
not that bearish for bonds. 

At issue was a 0.3 per cent 
rise in the consumer price 
index for May, a figure 
slightly above expectations 
but influenced largely by 
tobacco and drug price rises. 

Hie core CPI figure, exclu- 
ding food and energy, rose 
0.2 per cent, more in line 
with expectations. 

GILTS and short sterling 
instruments took fright as 
inflation hit 4 J2 per 
cent in May, above a consen- 
sus forecast of 33 per cent 


That pummelled the short 
end of (he yield curve, as 
investors had priced in a 
view that interest rates had 
already peaked. 

In the cash market the 
yield curve inverted by 
about 17 basis points 
between the two-year con- 
tract and the ultra-long. 30- 
year maturity. 

The March 1999 short ster- 
ling futures contract fell by 
2&5 basis points to 92.38. 
indicating that investors 
expect at least a farther 
quarter-point rise in key 
interest rates. 

Hawkish remarks an infla- 
tion by Bank of England 
monetary policy committee 
members further fuelled 
such sentiment. 

The September 10-year 
future settled 0.94 lower at 
109.63 in heavy volume of 
108,000 contracts traded. The 
yield spread over German 
bunds widened by 12 basis 
points to 106 points. 

“The problem for the MPC 


now is judging whether it 
hss to bite the bullet and 
hike again. At this stage it is 
looking as if It will and it 
will look even more clear-cut 
if average earnings data are 
poor [today],” said David 
Brown, chief European econ- 
omist at Bear Stearns. 

However, other economists 
pointed out that one-off 
items had bloated the May 
infla tion figure and that 
bonuses were continuing to 
skew earnings data. 

“The market has totally 
over-reacted to it [infla tion] 
today. We're building up too 
much of a near-term view of 
what's happening in the 
UK," said Neil Barker, trea- 
sury economist at Royal 
Bank of Scotland. 

GERMAN BUNDS were 
modestly lower but traders 
said there was still solid fun- 
damental support. The Sep- 
tember 10-year bund future 
settled 0.16 points lower at 
10SL30 in volume of 353,000 
contracts traded. 


Floating-rate 
notes in favour 


irriERNATipNAL BONDS 
By Vincent Boland 


Issuance picked up 
yesterday, with floating-rate 
notes proving popular as 
issuers remained defensive 
in the wake of the continued 
widening of spreads seen in 
the past few weeks. 

“Spreads are a bit softer 
across all sectors because of 
fnnHmw about markets and 
credit issues in Asia. A lot of 
people are putting money 
into FRNs as a sort of defen- 
sive investment," one syndi- 
cate official said. 

CAISSE CENTRALS DU 
CREDIT IMMOBILIER DE 
FRANCE (3CIF) returned to 
the market with a £250m 
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New international bond issues 
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Spread Boatt-namr 


FEN, its first staling issue 
for almost two years. 

The bond, which can be 
redenominated into euros, 
has a reoffer spread of three- 
month Libor plus ii basis 
points and attracted a range 
of investors, said HSBC Mar- 
kets, lead manager. 

30F said it wanted to take 
advantage of the Interest 
rate environment for issues 
indexed to Libor and to build 
up a stronger presence In 
currencies not participating 
in the euro. The bond brings 
its borrowings on the debt 
markets this year to 
FFr17 5bn, from a total fund- 
ing programme of FFrtObn. 

SANTANDER, the Spanish 
bank, continued its recent 
activity in the D-Mark sector 
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with a DM300m subordinated 
issue through Santander 
Financial Issuance, priced to 
yield 59 basis points over the 
10-year bund. 

Commerzbank, joint lead 
with Bayerlsche Vereins- 
bank and Bayerlsche Hypo, 
said the pricing was “just in 


line for the name" but that 
the issue may have been 
overshadowed by an expec- 
ted DMl.Sbn offering from 
Philip Morris expected by 
the market. 

The INTERNATIONAL 
FINANCE CORPORATION 
marked the debut of the 
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Estonian kroon bond market 
with a EklOOm bond. 

The kroon is fixed to the 
D-Mark at Ekr8 to DM1 and 
the bond “is a 10 per cent 
D-Mark as far as the cur- 
rency is concerned." said an 
official at RBCDS Global 
Markets, lead manager. 


Ecu 

■ Ecs mo rames (won eemoomo 


Dubai and 
Oman oil 
contracts 
by Nymex 

By OnrFbancial Staff 


The New York Mercantile 
Exchange, the hugest of the 
Manhattan- based futures, 
markets, is to founrfi a Mid- 
dle Easton crude oil futures 
contract b**H*ri on Oman and 
Dubai grades. 

The contract, which the 
exchange hopes to begin 
trading for winter 1998-99. 
wm be the first to be based 
cash settlement and will 
not have an option to deliver 
physical crude. 

Each contract will be 
based on 1.000 barrels of 
expart-quality crude and the 
underlying cash price will be 
for free-on-board Dubai 
crude at the Fateh terminal 
in Dubai, United Arab Emir- 
ates. or Oman crude FOB at 
Mina al Fahal in Oman. 

Patrick Thompson, chair- 
man of Nymex, said yester- 
day: “We hope this contract 
wifl finally bring to one of 
the world’s fastest growing 
energy markets - the Asia- 
Pacific - the means they 
require to sufficiently hedge 
their energy risk." 

The final trading day of 
the new contract will be the 
15th day of each month pre- 
ceding the traded month — 
for example, July IS for the 
August contract - or the 
business day immediately 
preceding the traded month 
if the 15 th fells on a week- 
end. 

The settlement price for 
the contracts will be based 
on an average of prices for 
the two crudes over the pre- 
vious 30 days. 

Last month. Nymex 
received approval from the 
US Commodity Futures 
Trading Commission to start 
trading its first coal con- 
tract. which has bean devel- 
oped in response to the 
increasing deregulation of 
the US power industry. 
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Chemunex to 
list on Easdaq 
and Euro.NM 


it* 
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By Vincent Boland 

A French chemicals group 
will this week become the 
first company to have its 
shares listed on both B o sd iwi 
and Euro.NM, the pan- 
European stock markets bat- 
tling to beebme Europe s 
answer to the US Nasdaq 
market for high-growth com- 
panies. 

Chemunex, a microbiology 
and instrumentation com- 
pany, will raise FFr67.5m 
($11 .lm) when it lists on the 
Nouveau Marchfi in Paris, 
one of four members of the 
Euro.NM alliance. It has 
been listed on Easdaq since 
March 1997. but It said yes- 
terday it wanted to broaden 
its investor base, and in par- 
ticular to target French 
institutional and retail 
Investors and to improve the 
liquidity of its shares. 

Observers said its decision 
to seek another listing in 
addi tion to its existing quo- 
tation suggested Brussels - 
based Easdaq did not yet 
have the ability to provide 
the liquidity or broad inves- 
tor pool being sought by 
Europe's rapidly expanding 
growth company sector. 

fThAmnnpTt is waning Just 
over 6.3m shares at FFr15 
each to coincide with its 
Nouveau Marchfe listing, 
which is due to take place on 
Friday. The offering is being 
underwritten by Nomura 
International and Mees- 
chaert Rousselle, the French 
stockbraking firm. The offer- 
ing will raise the number of 
outstanding Chemunex 
shares to about 30m. 

Louis Foissac, Chemunex 
chief executive, said the pro- 
ceeds would allow it “to 
grow the business in the US, 
a very important market for 
our existing technology.' 


INTERNATIONAL BONDS 


The company hud sales of 
FFr21.ua to the first nine 
months of the current finan- 
cial .star, which ends cm 
June 30, and posted a k*sof 
FFr2U.5m. including research 
and develop mont ensts. 

Easdaq and the EuruNM 
alliance both claim to be 
leading the way in replicat- 
ing in Europe what Nasdaq 
has achieved in the US, by 
Introducing hlgh-growth 
companies to a wide Investor 
base. Since they were set up 
about 18 months ago, they 
have been competing fiercely 
far new companies. 

Currently, there are 37 
companies listed on Easdaq 
with a market capitalisation 
of $is.9bn, with three more 
listings planned in the next 
few weeks. 

Both exchanges have dual 
listings with Nasdaq and 
analysts said other Euro- 
pean companies could seek 
joint Easdaq, 1 Euro.NM list- 
ings if the Chemunex experi- 
ence was positive. 

Euro.NM. meanwhile, said 
yesterday it had achieved Its 
100th listing across Its four 
member exchanges with the 
debut of Graupe Silicomp, a 
French high technology 
Gnu. The alliance groups the 
Nouveau Marche with the 
Neuer Markt in Frankfurt 
and fttmUar growth-company 
markets in Amsterdam and 
Brussels. 

Most of EuroJSIM's compa- 
nies are listed on the Neuer 
Markt and the Nouveau 
Mardte. The market has a 
combined capitalisation of 
$20bn. and “at least 10 addi- 
tional listings ore expected 
by the end of June", the alli- 
ance said. It expects ISO list- 
ings. including other dual 
listings with Easdaq and 
Nasdaq, by the end of the 
year. 
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CURRENCIES & MONEY 


Yen steadies as inflation boosts pound 


MARKETS REPORT 


By Dattfol Dombey 


Ibe yen’s retreat nrmn to a 
nervous halt yesterday, amid 

profit-taking and mar ginally 

greater expectations of US 
intervention to rescue the 
currency. But the over- 
whelming consensus is that 
the Japanese currency will 
continue to fan 

After touching 1 an . eight- 
year low of Y 146.75 to the 
dollar in early trading in 
TOkyo, the- yen rallied, end- 
ing European trading hours 
at Y 14 A 2 . 

“The market still hates 
Asia, but it’s scared about 
Washington changing its 
position on 'intervention,'’ 
said Jim O’Neill at Goldman 
Sachs in London. 

Last week Robert Rubin, 
DS Treasury Secretary, 
appeared to dismiss the pos- 
sibility of any immediate 
intervention and contributed 
to the yen's fall. 

However, the US Con- 


gress’s Joint Economic Com- 
mittee has since mfoyj Mr 
Rubin to clarify- the Trea- 
sury’s dollar policy and is 
■also considering holding spe- 
cial hearings an the top ic 
The move may increase pres- 
sure for intervention to 
steady the yen. 

A 200-point fall on Wall 
Street on Monday underlined 
the possible impact of Asia’s 
financial tunnofl on US equi- 
ties. 

The dollar was also not 
helped by the release of the 
US’s consumer price index 
for May. Core inflation on 
the previous mouth was 02 
per cent, a bigger rise than 
expected. 

“The outflows bom Japan 
are so great that without 
multilateral Involvement, 
the Bank of Japan won’t be 


able to stop the yen’s fan," 
said Avinash Farsand, cur- 
rency strategist at JP Mor- 
gan in London. 

Mr Persand believes that 
US intervention wfll become 
more likely In the run-up to 
mid-term elections In 
November, particularly II, as 
he feels probable, the yen 
weakens to Y160 to the dol- 
lar or beyond. 
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■ A six-year high in UK 
heaflUna InfkrHnn ygfgg cata- 
pulted sterling to its highest 
level against the D-Mark In a 
month and a half, as the 
market began to believe that 

rrrtar Pfft rates Trrigtrt 

once again. 

Eddie, George, Governor of 
the Sank of England, stoked 
up the pro-sterling senti- 
ment when be said that the 
UK economy was closer to 
overheating than for a long 

If tuffc 

. The pound ended Euro- 
pean trading up two cents 
against the dollar at 11.653 
and up almost a pfennig 



against the D-Mark at 
DM 2 A 72 , 

Against a basket of curren- 
cies sterling ended at 1060 , 
up almost half a percentage 
point. 

There was also heavy sell- 
ing of short-term sterling 
interest rate futures. 

“The selling has been 
pretty frantic,” said Philip 
Shaw, chief economist at 
Investec in London. “People 


are now almost half way to 
discounting another rate 
rise." 

There was disagreement 
about how much sterling’s 
rise would continue. 

“The UK has weakening 
growth; Euroland has 
strengthening growth," said 
Mr O'Neill. “As soon as we 
see some leading Indicator 
on the real economy, ster- 
ling will tom around and 
come back down again." 

However, Brian Marber, 
an independent technical 
analyst, argued that t he re 
was no reason why sterling 
could not go to DM3.10. “The 
pound's sequence of higher 

lOWS H gfw highc sillCS 
August 1996 remains unbro- 


ken," he said 
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■ The yen’s better perfor- 
mance against the dollar 
inspired sighs of relief across 
the world. 

During trading in Tokyo, 
the Japanese currency 
jumped from as low as 
Yl 46.75 to the dollar as to as 
high as Y 142.65 and the con- 
sequences of each shift was 
felt 

When the currency 
strengthened, it lifted the 
Australian dollar, which 
fallen to US 0 . 58 , a 12 year 
low. Currencies across Asia 
also registered modest rises, 
while the rouble also 
improved. 

But the Chinese central 
bank intervened far the 
third time in nine trading 
days to support the ren- 
minbi, while the country's 
finance ministry again 
emphasised its worry over 
the failing yen. A Chinese 
devaluation is thought likely 
to set off a new wave of 
regional crises. 
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-ODOM 

693 - 703 

18767 

18693 

pnrim 

89660 

-0975 

550- BSD 

68660 

80550 

A 

■ 

• 

- 

- 

« 

■ tafttMta 






m 

18805 

-00158 

878 -892 

1.7235 

18678 

(WSJ 

7.7433 

-09012 

426 - 436 

77462 

77300 

« 

422799 

+0995 

500 - 000 

423900 

422500 

TO 

iwva 

-00017 

622 -884 

+mm 

36772 

(1) 

14*215 

-2115 

160 - 250 

148750 

142650 

m 

llfWQ 

-09375 

480 - 575 

48950 

48300 

ten 

29127 

-09061 

113-141 

29483 

20101 

rm 

418500 

-OE 

000 - 000 

428000 

417000 

(Efl) 

37513 

-09003 

508-518 

37518 

37508 

- m 

17305 

-00115 

385 - 405 

1.7545 

17350 

» 

59685 

-0009 

660-710 

58870 

58380 

(TO 

143196 

-45 

800 - 500 

14*90 

141680 

(ft 

349250 

-096 

000 - 500 

31UB0 

317580 

ft) 

432300 

-057 

60D-KD 

439000 

431 TOD 


126279 

£2 

129855 

£1 

124205 

18 

1012 

378025 

£1 

31911 

£9 

31416 

18 

1026 

66382 

18 

SK7D9 

18 

17454 

19 

10*9 

34535 

£2 

54368 

£0 

5367 

18 

819 

69179 

£2 

58973 

£1 

5J186 

19 

105.7 

17946 

£3 

17185 

£1 

1JGSS 

19 

1810 

30786 

-7.4 

31148 

-7.1 

32261 

-54 

607 

18002 

07 

189B7 

08 

14836 

-06 

- 

177033 

34 

178628 

08 

17*925 

12 

768 

37932S 

21 

31911 

£9 

36*36 

19 

1027 

£0232 

23 

28162 

£1 

18697 

18 

1018 

78341 

19 

783(8 

06 

79996 

09 

051 

161735 

14 

18329* 

14 

181075 

18 

929 

15243 

13 

152105 

13 

15031 

19 

769 

69369 

14 

89196 

13 

78418 

13 

M3 

18924 

48 

1.4832 

38 

14*38 

36 

1068 

18505 

£0 

18451 

20 

18216 

18 

1054 

L1002 

-19 

1.1027 

-14 

1.1155 

-19 

• 

1.4689 

07 

14674 

09 

1.4E34 

04 

812 

9887 

-178 

9345 

-172 

1092 

-17.4 

- 

- 

- 

- 

- 

• 

* 

1153 

18677 

88 

18851 

08 

18744 

04 

808 

77912 

-74 

78737 

-67 

12447 

-69 

_ 

143535 

37 

142315 

53 

138635 

11 

1008 

4.1378 


*3078 

-252 

48278 

-M2 

- 

28156 

-18 

£0212 

-17 

204 

-14 

- 

42213 

-31 

431295 

-122 

46981 

-118 

- 

37537 

37583 

-07 

37796 

-08 

- 

175 

-72 

1.762 

-52 

1787 

-27 

- 

5431 

-148 

SfflB 

-117 

59905 

-98 

* 

35825 

-88 

36.105 

-12 

35825 

-32 

. 

41455 

-310 

4143 

-298 

5189 

-202 

• 
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■am USAS. 1M BOTI Ml |MM h M Ml M M I 


1 1980 - TOO Nfcc 


M IS m «MW WDoUII. M. m; M m Mi M Mm 0M B Mi M M M OMr m M MM m UC MSSnBIS amc mr M Rama ME 
mMMMMNtSH. 


1 »M»M|MhaMB«imiaHIH(ieMM 


WORLD INTEREST RATES 


MONEY RATES 

JtaW fter 

TO 

to 

tree 

Tlier 

■Be 

Sb 

vOm 

to 

m 

vm. 

m. 

DU 

m 

If 

— ■ — 

St 


n 

3V 

600 

175 

- 

fame 


31 3C 

3H 

Sh 

480 

■ ^ 




£ 

3£ 

3V. 

3H 

ISO 

190 

330 

fcetari 

(U 

6% U 

*i 

ft 

- 


ITS 

TO 

M 

SI 

S 

444 

ft 

OSD 

5.00 

348 


3e 

3j 

3a 

3H 

3B 

- 

ITS 

UO 


11 



1| 

11 

- 

1.M 

- 

« 

SH 

5i 

S* 

SB 

51 

- 

5.00 

“ 

TO 

h 


1 

1 

H 

- 

19Q 



2 * 

I Other Funds 


nr- 


ELM 


■ SUBQH CM lento 


MuH Rtag 

- ft 

ft 

54* 

5ft 

- 

- 


1RT !}i 

V Deter CDs 

- MS 

545 

548 

535 

- 

- 

" 

55 

BOftMarifle 

- ft 

ft 

ft 

ft 

- 

- 

- 

OORUaMDe 

- 3H 

31 

3S 

31 

- 

- 



i uon ■ m na imm m. im m iim 

(MMUMIBEhlBinUMI 


EURO CURRBICY INTEREST RATES 


Jm 18 

saw 

Dm 

TTO 

MU 

to 

Bum 

Una 

■MM 

ta 

to 

TO 

BTOtTOc 

31 ■ ft 

38-ft 

ft-ft 

ft-ft 

ft-ft 

ft » 

Data non 

S|‘» 

ft. 4 

4K-ft 

4h-ft 

4h-4 

4-4 

CmiM 

ft-ft 

3V. - 344 

ft-ft 

3|- JH 

ft-ft 

ft-ft 

DnMK 

»< 3% 

ft ft 

ft-ft 

ft-ft 

ft-ft 

ta ■ ft 

FiOTfaK 

ft W 

ft • ft 

3|-3| 

ft -» 

31 - ft 

ft-« 

fanoewEit 

4H-41 

4-41 

ft-4 

4-4 

4V. - 44 

4 - (ft 

smm 

(J * ft 

ft-41* 

43.41* 

4-4 

4)4-4 

4 -«* 

SMq 

7 - 6 ft 

7 ; -78 

71-714 

7|-7H 

744-71 

71-74* 

taRn 

2)4-14* 

2-14* 

21* -11 

2 - 14* 

ft - 11 

ft -11 

Ctarite Dote 

444 - 44* 

4-4 

ta - 4 

ft-4 

ft-ft 

ft-ft 

us Dm 

544-51* 

ft-ft 

ft-ft 

ft-ft 

ft-ft 

54* - ft 

Mu Ika 

ft * ft 

ft - ft 

ft -ft 

ft-4 

4-4 

4-fa 

mam Yn 

ft-i 

!•» 

It 

H-| 

1-1 

i-l 

taaSSte 

8-7 

11-7 

n«- 74 * 

144-71* 

6-7 

74* - M 


I ■■ a* » M « MM M *■* «MOt tm <*> 


MT1OT MOOT POT WffPMBCOIAlTywa 



TO 

SaB price 

TOO* 

TO 

LOW 

ML «< 

TOM 


08285 

06275 

-0810 

08290 

06205 

12812 

66113 

Dk 

98079 

08055 

-WO 

98873 

06010 

9837 

58357 

■ THREE MOOT BMMUM RTOES (LFHJ" DKtn poim of 1004* 




TO 

to price 

Chew* 

TO 

IM 

at «* 

TON. 

as 

96390 

00396 

-0.010 

06395 

06300 

1301 

8115 

to 

98055 

96835 

•0015 

98856 

96023 

518*1 

*57604 

to 

98895 

05940 

4015 

95860 

9600 

37305 

41584* 

a* 

95830 

S591S 

•0810 

05990 

93005 

22001 

irnen 

■ ONE MONTH BBR0MMK RtlUKt 0JFW DkOn poWl of 10H 




TO 

Sn price 

TOob 

TO 

lew 

E* Ml 

TO* 

as 

- 

06490 

•0810 

. 

- 

a 

D 

teg 

- 

96495 

-0.010 

• 

- 

0 

8 

■ INK HOOT BM0UM HUUU OfFt)- L100IM POMl of 1004* 




TO 

topdra 

TOB* 

TO 

lew 

EA Ml 

TO* 

to 

05560 

95940 

■0010 

96970 

05510 

34116 

19S68J 

OK 

B6800 

96.0G0 

•0.000 

06000 

05940 

7094 

152208 

to 

05. WO 

95830 

■0.010 

B5J4D 

66920 

5)40 

20356B 

to 

05800 

05800 

-0020 

05610 

05790 

2090 

40103 

■ TOTE MOOT BUND SUBS HtAMC RnURQ OFFE) EFrlii poinll 0( 1004* 



TO 

tofoca 

Oman 

TO 

Leer 

ML M< 

TO lx 

to 

98070 

06110 

•0010 

96130 

96050 

23915 

Bill* 

to 

07 860 

07820 

+0010 

07930 

97 650 

10331 

4030* 

to 

07.760 

07830 

+0810 

07840 

07 770 

32U 

1732G 

Jm 

97700 

07.740 

+0010 

97740 

97 GOD 

2650 

13*67 

■ 71IIB MOOT BBDTBI fUTWB OJHQ Y100n prinB Dt 1004* 




TO 

toprica 

tonoi 

TO 

Lew 

EX «N 

TO ht 

to 

9033 

9034 

-am 

0933 

9933 

300 

we 

to 

9931 

9931 

4)84 

9931 

9931 

330 

ta 

Mar 

- 

9920 

4103 

• 

- 

0 

ta 

-1SR tou 

K 

I 

8 

1 






■ 110K MOOT EDM HfNBESMftl &u1n prints M 1004* 




TO 

SM price 

CTO* 

TO 

lew 

EX wt 

TOW. 

at 

. 

95.730 

-083Q 

- 

. 

0 

0 

to 

96800 

96805 

-atns 

96805 

93900 

212 

7320 

to 

95940 

95840 

- 

95.940 

958*0 

170 

4B64 

to 

05820 

05815 

-0810 

95820 

95820 

217 

2010 


■ EORUURA OtflOK (LFR) LIOOOw petib ol 100% 


ate 

Price 

to 

- CALLS - 
to 

to 

to 

— MIS 
to 

05B5 

9S7G0 

0800 

0040 

0270 

0200 

0.105 

0250 

0800 

90S 

0820 



0355 



aim 


BR. ML ML CM 3300 MB 3BZ. Pnriae TO te M, CM 6472J IM WIT 


CROSS RATES AND DERIVATIVES 


EXCHANGE CROSS RATES 


iw 


Ht on m m 


MET 


St 


Belgi a n 

DMi»k 

Ranee 

fiennany 


8*7 


pm 

m 

m 

m 

OP 

w 


tattalrts (FD 
Nmy pKi) 

pofiuffx m 

SpUn 
Sweden 


(PW 

P») 


Swtaatod (SR) 


UK 

Carada 

USA 


Ecu 


fi 

(Cfl 

« 

m 


100 

1886 

1825 

4847 

2824 

4774 

5.464 

2080 

« 

4113 

2189 

4836 

1831 

3862 

2896 

3807 

2453 

54.17 

10 

8804 

1625 

1842 

2 SB 6 

2860 

11.16 

2688 

2228 

11.75 

2.186 

0883 

2146 

1460 

2108 

1329 


1138 

10 

£882 

1.184 

2937 

3382 

1287 

305.1 

253.1 

1335 

2484 

1803 

2438 

1858 

2392 

1810 


3809 

3353 

1 

0897 

96(8 

1.127 

4250 

1023 

8487 

4.475 

0.833 

0336 

0817 

0556 

8021 

0506 



8847 

2319 

1 

2481 

£840 

«L 70 

S 7.7 

£138 

1127 

2888 

0847 

2059 

1401 

2020 

1375 


0387 

0340 

0.102 

0840 

100 

0.114 

0431 

1039 

8817 

0.454 

0885 

0834 

08 B 3 

0856 

0144 

OlOSI 



1974 

0 l 687 

0352 

873 J 

1 

3789 

9075 

7538 

3860 

0.739 

0298 

0725 

0493 

71.15 

0448 



7891 

? 3 S* 

0834 

2318 

1853 

10 

2407 

199.7 

1053 

1860 

0792 

1834 

1309 

1887 

1.191 



3278 

0877 

0388 

9627 

1.102 

. 4.154 

100 

8286 

4374 

0814 

0320 

0.799 

0544 

7840 

0495 



3851 

1.178 

0.488 

1181 

1328 

5807 

1205 

100 

5273 

0881 

0396 

0863 

0855 

9451 

0586 




PMS 

0387 

2201 

£519 

9400 

2298 

188.7 

10 

1861 

0752 

1827 

1843 

1702 

1.131 



4.027 

1201 

0.477 

1183 

1354 

5.103 

1228 

1018 

5374 

1 

0.404 

0882 

0668 

0632 

0808 




2872 

1.180 

2928 

3351 

1263 

304 . 1 . 

2523 

1330 

2475 

1 

2430 

1853 

2384 

1805 




1223 

QL 48 S 

1205 

1379 

5 . 1 S 8 

1251 

1038 

51474 

1819 

0.412 

1 

0880 

9012 

0819 




1.708 

0 J 14 

1771 

2827 

7841 

1838 

1528 

8846 

1.497 

0805 

1470 

1 

1443 

0810 





0495 

1228 

1-406 

5296 

1 Z 75 

1058 

5370 

1838 

0419 

1819 

0893 

in 

0631 

40.76 

7825 

6825 

1876 

0784 

1948 

£227 

8390 

202.1 

1 S 7 J 

8841 

1845 

0885 

1815 

1899 

1505 

1 


; M SmM BMi M 1 R 89 * BMC 8 * taA U* *M 1 


M imA« RnteBWMTg.ro POT DM 


UMOO 

■ JAMMER Wi ren» m Y4B ILSi MrVBlIM 


am 

05552 


ICC CJMW 


Dee 


Mgh U» EM. Wl 
n-wut - 05501 05561 2BOZ7 

400031 03571 03664 237 


Opaa K 

MW 

675 


Stp 

Dec 


0 |M 

00028 

aTiio 


UH 

TOui 

TO 

tew 

EX Ml 

TO U. 

07015 

+00086 

07091 

07000 

30891 

116898 

07112 

+00003 

0.7116 

07104 

163 

1835 

07140 

- 

07140 

07140 

- 

1802 


■ sags fBAic Rtnaa own sr tolooo pw stt 


■ Biaum WIMP WEBLSOO pert 


S«P 

Dec 


0 .GG 97 

0.6780 


08731 400034 0 S 737 
0.8788 - OS7W 

0.5925 


OB 724 

08788 

OE 825 


B 7 J 705 

207 


Sep 

Dk 


1.6258 

18350 


18406 408138 18428 

18360 +00156 18380 

18280 400196 18150 


18392 

18350 


7.239 


40371 
200 . 


UK INTEREST RATES 


EMS EUROPEAN CURRBICY UNIT RATES 


LONDON MONEY RATES 


Jm 18 


ECBOBtt. 


Em 


OMW 

■ am. 


ew-ftom im on. 


ill 


o«- 

risw 


oae 

montt 


Thne 


9 s 


One 




sw**i cos 


BrtBto 

Urti***^ 
Dtanc HOT drt 


71-3 711-7 7 |-M 

^- 7 * 
7H - 71 
711 ■ 71 

71-5 7 H -71 7 |- 7 J 

7 S- 7 » ^- 7 tt 


7 H- 7 * 
711 - 71 

714 - 71 

71 5- 71 
71-71 


m -71 
7W-71 


71-71 

71 - 7 M 


714 - 7 * 

71-74 


78-71 


UK cfarta M* we M*V 1 KB 7 »per ca* tan J* 4 , 
Up te "1 

OKrtti m 


1998 


3 ^ 


8-0 


9-12 


Certs ci Tax dop- (EIOOW 4 “ 

SitoSwl? taSSi M w. leseieJia 

Sb»E? 5 * xmASLm**”™-*** 1 *""*' 


68 


025 


625 


IMT.IOS. 


IW& 

iMMi. 


torn 


330048 

-1.114 

-587 

689 

MW ' 

07962*4 

0763163 

“<unooe3 

-184 

183 


195781 

1944.10 

-036 

-Off) 

058 


1G022D 

167496 

-0002 

-043 

030 

Dim*. 

784257 

781693 

-000064 

-03* 

020 

PBftori 

200802 

202.103 

+0818 

-029 

315 


683186 

681813 

-080101 

-021 

087 

Htaod 

681125 

589948 

+080032 

-020 

086 

JbKtria 

138119 

138878 

-08013 

-0.17 

084 


187738 

187387 

-080012 

-0.18 

084 

— 

407*44 

407168 

-08025 

-0.17 

983 

Wrtrtrte 


£22495 

-0000009 

-O.U 

080 

NON BW KBBBS 





DK 

0853644 

0666078 

+0800454 

180 

-zoo 


pi.ti- 1 1 \ ~ >T~_n t r 1 . 1 . n 

B3E 3ECTK 

E7v'- rl.'.l.l4 





MirinMidii 


s sr 3 s a s -s 

s a s £ is is- sr ss 

w M JJ5 SS SS am 

JUB 82 . 371 ) 92 -MO ^ 

« iOT - Art. Al 0»« ^ ^ ^ 


■ iwuDaJW9Ee»onio«£3i2mitertpffpomi 


31806 8572D 


stow • 

Pike M 

- CALLS — 

to 

to 

M 

- PUIS — 

to 

to 

1830 180 

179 

221 

181 

.188 

251 

18*0 075 

135 

1.77 

187 

£45 

384 

1JS0 (M3 

000 

189 

126. 

- 

■ 

Pinto TO MU Erik ta Kc ta . to 0*1 cp« **. Ota in M ta 




■ HOTDBAPAmOaWKieOPOflKt DM 6 g 8 D 0 per 0*4 



DK 

ML 

- Puts - 
to 


3125 

0330 

0096 

0250 

0376 


TO*** 

la, Ota 471018 

PtaMiW 


Dec 


Price 

0856 

0580 


0335 


JU 

- CKLS - 

foo 

to 

PtflS 

m fog 

to 

039 

on 

394 . 

n« 

089 

184 

023 

351 

073 

087 

180 

134 

313 

086 

355 

187 

185 

- 


AMM ae'l HL bfe M na eB . fa>. 4M HL, rti tt P« M 


■-T-g MOOT BBOMHAH WW Wu PeWl K 30Q6C, 







Adam & Company 
« 88 dtohBaf#(G 8 ) 
•mayArWacfar 
Banco BBOD 
BmcriCffui 

BafikatMBid 

SttkorMM 

BankotSeoMnd 

_ emayaBar* , 

; 

- CMOTNA 
pyOTmart 
Tha 
Owmaco 

. CypwPopmBaf* 

' Duncan tw* 1 * 


yM -j_ Q B af *{U , QLjI 7 'S 


780 

7J » JOTiHojeart 7 g 
780 ampeWOTfAfa*;* 

7* MMa rt.a*- '2 

<780 matmanmr 

7J0 SSSSSoth 7-so 

780 scnO*P>'«»» sB8ni ‘ 7 '^ 


InMatmant BsAong 

mcctoion 



TO 

trim Qmoe 

TO 

lew 

EX vd 

TO tax. 



9432 

9432 

9*82 

7.163 

375838 

to 

to 

9 U 7 

9434 -303 

9429 

9436 

03378 

523878 

9436 

9433 -302 

9130 

MSI 

83468 

306867 

■ BIKMOTBUnmffifflRflBIXItaiaK 





0584 

9582 -083 

95.00 

9585 

382 

32 S 3 

Dm 

Bill 

95.12 

95.13 

95 .) T 

12 

100 

a Opm tow to *■ WOT* *7 





' ■ EDMMHK 0 PIUB ItFFQ 0 M 1 D petts of 100 % 




SkM 

. — 

CALLS 

■■ — 


PUTS — 


Price 

M 

to to to 

M 

m 

to 

to 

98258 

3050 . 

nftAfi 08 SD 0835 

turn 

0840 

0855 

lygyi j 

9 BS 9 

3010 

0815 0 J 20 

3110 

3115 

am 


am 

0805 

QJQ 8 0810 0811 

n 7 x 1 

3230 

0 236 

0475 

■6028 

a 

■0 0 

OUST 

0350 

0350 


Gri.ta.mL 

Crib «r« Pta « 97 . iMciiTO WM h*. Cta 209 SB Ml 99*62 


■ stoOMS*»taC OFloBOfFgsfrlra pcfctaol 100 % 




SUM 

Pike 

to 

- CALLS - 

to 

MX 

to 

— nra 

to 

9B7S 

3110 

3070 

3000 

3100 

0250 

3420 


0820 


QL «L m cm o PM m pMm ism m «s 


LEGAL NOTICE 


Na27Uof I9W 

in the moB comer op justice 

CHANCEKY’tHVBKJN 
COMPANIES COURT 

IN 1HK MATTER OF 

AXA BQOmr * LAW LIFE assurance soaermc 


IN THE MATTQt or EQIUTV Jt LAW VEJOtOGENSVEHWAUtJNGS AG 

IN THE MATTER OF 1UK INSURANCE COMMNIESACTMS 
NOTICE S BBIBT GIVEN ■ Pcdnoo (tte -TfefMaa*1 ««.« B» 11* Mejr. 1999 
nam » Hrf VBA Ceu« of JhMce bjr to abmmracdAXA Eqmrr * U* Ufc 

Aaaxnoe Socfcty pic CAQZaS~ 1 *r*eMcdoa oT*b QunHMkrPhnfaf SkMUc X 
to ibo bameCwMa An 1863 fg» -AcO bi ScMmr M»-Sd»3nti~) pn»v«fing far *e 
iiMr » EQUITY A LAW VtanBpwanlnip Mi (D be naaoai EQUITir & LAW 



Sal mn to poSey boMm of AXA UMa. Ac Engtt* maka of *e cucufar wa be 



Londeo, WC2A3LLcnibe 13* Inly (PM. 


ftan n*» dew dq*' prior mice In wtldq of *x± ncadn of obna md of ** mnmt 



Dned thta 17* bm 1996. 


Kc£ 454 C 409 

eotHdi Sobfaca far AELLAS 
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Ambrowneto lut a nia tio nal Bank Ltd 
USg 150^100^100 Hoatinq Rate Notes dut 2004 


1 

I 


In sccodance with the Toms 3 nd Conditions d the Notes, no- 

tice a hereby gpusn that far the bitaest Period fiwn Juw 17 , 
1 996 to September 17. 1 996 the Noras w» cany an fow- 
est Rate of & 312 S % per annum, 
the Coupon Amount payable on the iBlewnt interest Pay- 
mem Data, September 17 , 19 BB wB be US$ 16.13 per 
USS 1,000 principal amount of Note, USS 161.32 per 
US$ 10.000 prtnapel amount 7 toAwirBrt 

of No« and USS 1 . 613.19 , r r 

per USS 100.000 prindpei / A 

amount of Note. 


NOTICE 

The United Mexican Stales 

Vahw Racmry Rights, Snios A 

NOTICE IS HEREBY GIVEN pursuant to the Fiscal 


NOTICE IS HEREBY GIVEN pursuant to the Fiscal 
Agency Agreement dated as of March 28, 1990 (die “Agree- 
main unde* which due above Rights woe issued that the 
cuia be 


Fiscal Agent has received a Calculation Report for the Pay- 
ment Date occurring on June 30, 1998 from the International 


Monetary Fund, as "Cal cul a tion Agent for the Rights under 
following 


die Agreement, setting forth the I 

CumxitOi Price USS 

Rabranca Oil Price USS 

CunaM Ol Revenues USS 

Emsss Base Revenues USS 

Excess Pike Revenues USS 


[amounts: 


IAS 71Z 
17.G930 
2^14.000221 
60.425,306 
D 


Based upon the Calculation Report the Fiscal Agent has 
calculated for said Payment Date the following amounts; 


USS 

USS 


Value Recowiy Payment 
Canytonard Amount 

C/TWAMO By: Cttflmak, MX 
Jam 17, 1996 as Fiscal Agem 
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June 17. 1998 
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BANQUE PARIBAS 

USS20G,000,000 
Undated Coating rate 
securities 


Far dte interest period from 
17 Jane 1998 to 17 September 
19S8lht securities anil carry 
an interest rate of 6.00 per 
aanam. Interest dag on 17 
i September 1938 wiB amount to 
VSS1Z33 per USSI.000 security. 


tCompuy 

JPMorgan 
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BANQUE PARIBAS 

USS200.000.000 
Undated floating rate 
securities 


Forth* interest period ben 
17 Jane 1998 ta 17 September 
1998 the scarifies uiB carry 
mimatsimeof&OOper 
anrmm. Interest doe on 17 
September 1998 wW amoant to 
USSISJ3perUSSI.000 security. 


Agent: Morgan Guaranty 
Trust Company 


JPMorgan 
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BANQUE PARIBAS 
USWOO.OOO.OOO 
Undated subordinated 

floating rate secorkies 

For the honest period From 
17 Jane 1998 U 1? September 


an interest rat e OI5J17S per 
ammo. Interest payable oatue 
payable IT September 1908 
pa- USS 1,000 sexuxiHy ulB 
amoant to USSJZOI anti per 
USS10.000 security tab t 

nussisau. 


rust Company 

JPMorgan 
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China 


By Kennefe Gooding, 
BftUng Correspondent 


COMM ODI T IE S & AGRICULTURE 

ing to aluminium 


FINANCIAL TIMES WEDNESDAY JUNE 17 l $98 


China, the second largest 
user of aluminium after the 
US. is likely to switch from 
its traditional role as a sub* 
stantial importer of the light 
metal to become a big 
exporter, according the Lu 
Xiaoming, editor of China 
Metals, published by the 
country’s official Xinhua 
news agency. 

Instead, it would become 
the biggest importer of alu- 
mina. the raw material for 
aluminium production, he 
told delegates at the third 
annua l al uminium confer- 
ence organised by the Finan- 
cial Times and the CRU 
International consultancy. 


Mr Xiaoming suggested 
China's consumption of alu- 
minium would continue to 
grow at a substantial rate, 
particularly because of 
demand for al uminium mhe 
and car components. He said 
its use of the metal would 
increase by 19 per cent by 
2000, from 2J255m to 2.68m 
tonnes, assuming the gov- 
ernment's target of 8 per 
cent growth In gross domes- 
tic product was achieved. 

However, China’s domestic 
aluminium production, 
which had been growing at 

an annual 12 per cent for 
many years, would continue 
to advance even though the 
market was over-supplied. 
Production was expected to 
maintain an 8-9 per cent 
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growth rate to reach an 
annual 2.7m tonnes in 2000. 

Two factors were driving 
the increase. Many big Chi- 
nese smelters were losing 
money and had chosen to 
increase output to cut unit 


production costs. Mr Xiaom- 
mg said China National Non- 
ferrous Metals Corporation's 
aluminium smelters suffered 
losses equivalent to $i8m in 
1996 compared with $2Q0m 
after-tax profit in 1895. 


Also, the number of Chi- 
na's small aluminium smelt- 
ers was increasing, encour- 
aged by local governments 
because of the employment 
they provided. At least 29 
such smelters were built 
between 1995 and 1997. 

Consequently. Chimt was 
set to be a net exporter of 
about 250,000 tonnes of alu- 
minium a year by axXL if 
economic growth did not fid- 
fil government expectations, 
exports would be higher. 

Two things might hold 
back production growth; the 
shortage of alumina produc- 
tion and high power costs. 
The government would deal 
with the latter to ensure the 
industry remained viable, 
Mr Xiaoming suggested. 


Jakarta facing pricing crisis on rice 


China would need to 
unport about 1.5m tonnes of 
alumina a year before 2000, 
as well as importing more 
scrap aluminium to feed its 
smelters. 

• The Asian economic crisis 
would slow global growth in - 
d ema nd for aluminium and 
Keep prices relatively low. 
said Nick Mason, research 
manager of CRLTs alumin- 
ium business unit. 

Mr Mason suggested con- 
sumption would stagnate 
this year and rise 2.5 per 
cent in 1999. This would 
produce a supply surplus 
unt il 2000. Prices would 
remain well below $1,500 a 
tonne far two years and rise 
only moderately in the 
nffidhim term, he said. 


Ted Arnold, first vice-pres- 
ident and minerals econo- 
mist at Men® Lynch, the 
investment hank, suggested 
the London Metal Exchange 
alu minium cash price would 
average $1,375 a tonne this 
year and $1,350 in 1999. He 
expected to see a "reason- 
able” price recovery in 2000. 

Although there might be 
supply surpluses of up to 

400.000 tonnes this year and , 

300.000 tonnes in 1999. he did 
not expect any production 
capacity cuts. 

Average Western world 
production costs were about 
81.250 a tonne and "things 
have to be very grim indeed 
before it pays the high cost 
European capacity actually 
to close”. 


Riyadh 
meeting 
leaves oil 
unmoved 


MAHKETSRB’ORT 
By Gary Metd 


Crude oil markets showed 
! little interest in the news 
that oil ministers at the 
meeting in Riyadh yesterday 
of the six-nation Gulf 
Co-operation Council had 
agreed in principle to cut 
production in an effort .to 
shore up sliding prices. 

The oil ministers of both 
Kuwait and Oman said a 
consensus had been reached 
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Damp prospects for agrfeafare *Y-7i 


T he lowlands of Kara- 
wang in western Java 
are like a sea of deep 
green rice paddies. 

The seedlings, which were 
planted only a few weeks 
ago. stand fresh and healthy 
in a bath of water, contained 
by mud dikes and irrigation 
canals. On the horizon, 
graphite-coloured thunder 
clouds promise more and 
more rain, defying the calen- 
dar in what should be the 
dry season. 

“TThe land is good," says 
Boin. a Pulau Kelapa village 
elder. “If all goes well there 
is enough to eat The rains 
have been all right lately.” 

Pulau Kelapa, which 
means coconut island, is 
almost literally an island in 
the sea of rice fields that 
make up one of the more 
productive areas of Indon- 
esia. 

El Nifio, the weather phe- 
nomenon that has upset sea- 
sons across the world, 
turned this sea into a 
parched plain of mud for 
much of the winter, delaying ■ 
the planting season by two 
to three months , 


Many had feared that 
Indonesia would mine the 
rainy season hut the rains 
came tn February and much 
of the first crop was har- 
vested in April, two months 
late. The next harvest will 
be just as late in September 
- ff it keeps raining. 


A gricultural experts say 
the year's rice harvest 
will be 46m to 47m 
tonnes, some 4 to 6 per cent 
lower than the last normal 
harvest of 1996, forcing the 
government to Import 3m-4m 
tonnes just as the rupiah col- 
lapsed, but saving much of 
the country from starvation. 

In a report published in 
April, the United Nations 
warned that 7.5m people 
across Indonesia were likely 
to experience “acute food 
shortages” unless food aid 
arrived, but added that “the 
effect of drought on the 
paddy crop was not as seri- 
ous as anticipated earlier”. 

Most experts, however, 
fear that Indonesia still feces 
a food problem. 

“There is enough to eat." 
says Muhammad Shah, a vil- 


“But there is not enough to 
sell to Jakarta.” 

Bulog. the government 
logistics agency that buys 
and sells just less than io 
per cent of the country’s rice 
stocks to stabilise prices, 
says it cannot find sufficient 
stocks to continue ita 
operations, despite raising 
the floor price for unhusked 
rice from Rp700 a kilo to 
Rp 1,000 last month. 

Farmers are unwilling to 
sell because they need rice 
to eat and plant and they 
think prices will rise a g ain 
This has pushed up market 
prices of husked rice by 
Rp4Q0 to up to Rp2.700, 
depending on quality, in just 
the past week. 

“There is adequate supply 
of food," a diplomat covering 
agriculture said. “But prices 


than doubled in price since 
the rupiah collapsed. 

Their only source of credit 
is the pesticide saleswoman, 
because the local branch of 
BRl the state fanners' bank, 
closed in the midst of a 
banking crisis.' 

“Rice is cheap and pesti- 
cide is expensive.'’ says fcah, 
a woman farmer who owns 
three hectares with her hus- 
band. “But it's dangerous 
not to use if the bugs will 
eat it ail" 
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T hree neighboaring vil- 
lages tried. Their plants 
grew well but mnfnlnoH 
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■ grew well but contained 
no grains of rice. Agricul- 
tural experts have noticed 
an increase in bugs that bore 
boles in rice stems, and fear 
other plagues could damage 
both the second rice harvest 
and alternative crops such 
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the common man. The food 
problem is a price problem." 

Rice farmers in Pulau 
Kelapa say that they need 
higher prices to buy fertilis- 


The harvests of vegetables 
and soy beans, introduced in 
the 1970s to replace meat, 
are expected to fall even 
more sharply because they 
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which contain imported dry season, between the see- 

ingredients that have more and and third rice harveS 


COMMODITIES PRICES 


Because they are two 
months late, farmers in 
Pulau Kelapa and elsewhere 
plan to move straight on to 
their third rice crop when 
1 the second harvest is in. 

Palm oil, the basic ingredi- 
ent of cooking oil, is an 
export commodity and pro- 
ducers have opted to export 
as the collapse of the rupiah 
leaves the domestic market 


unattractive. 
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oil prices. 

Adding pressure to the 
prices is the increase in the 
cost of fuel which has maria 


iuvk oeen strug- 
gling to feed local femflies. 

“There will be food,” one 
diplomat says. “But will it be 
where the people are?” 
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LONDON STOCK EXCHANGE 


Footsie edges up but broad market slips again 


FTSEM-ttarefeA* 


MARKET REPORT 
By Piiiflp Coggan 
Markets Editor 

The FTSE 100 index finally 
ended its losing streak yes- 
terday. but its rebound was 
bard going in the (ace of bad 
international and domestic 
news. 

Monday's 200-paint pius 
drop on Wall Street set the 
day off to an unpromising 
start, and after the first hour 
of trading the market had to 
cope with disappointing fig- 
ures on UK inflation. But 
Footsie, after an early 28- 
point drop below the 5.700 


level, overcame all obstacles 
to end 14 points higher at 
5.729.7. It was the blue chip 
index's first rise in a week. 

The strains on the market 
were illustrated by yet 
another poor performance 
from the FTSE 250 index, 
which followed Monday's 
ill-point drop with a further 
46.5 decline to 5.705.5. The 
FTSE SmallCap index also 
shed 22.2 points to 2,706.6. 

The retail Inflation figures 
were much worse than the 
market expected, with the 
headline annual rate clim- 
bing to 4.2 per cent and the 
underlying rate to 3- per 
cent. The latter was both 


g’ 11 General buying interest 

V/ U,UllUU>!j made BG the best perform- 
ing Footsie stock yesterday. 

1. * with the shares improving 11 

V ■ fr* WW 111 TS t° 3Z3p. Following Monday's 

market close, the company 
U said that it had bought back 

^ f|p 1 1 660,000 shares at 306.7p each. 

k-JUV'-U- A third profits warning, 

this time from Premier Far- 
nnupuilpq REPORT neU - brought more bad news 

from the electronics sector. 


By Joel Nbazo add Martin Brice 

Turnover of 22m made Shell 
the most actively traded 
Footsie stock. Shares in the 
group, which gave a presen- 
tation to investors on Mon- 
day. surrendered 2 to 418p. 
with analysts at Lehman 
Brothers cautious on the 
company. 

The US investment bank 
believed the presentations 
by Shell's re fining and mar- 
keting division confirmed 
the extent of potential 
restructuring cost savings 
and increased profitability 
that the division hopes to 
achieve. 

They said: “Through these 
savings, the division 
remains committed to its 
aggressive target of 15 per 
cent return on average capi- 
tal employed by 2001. How- 
ever. we continue to believe 
that this target will be hard 
to achieve given the tough 
operating environment in 
the US and Europe and con- 
tinued uncertain] ty in Asia." 

The low oil price was also 
said to have been a factor in 
weakening sentiment in the 
stock and Bnrmah came 
under similar pressure, relin- 
quishing 4 to £11.%. How- 
ever, there were bargain 
hunters for BP. wblch closed 
5 up at 863p. 


and knocked the shares 
mare than 14 per cent or al'.t 
to 313‘ip. 

Investor gloom centred on 
the company’s statement 
that in the past two months, 
the US and UK market 
served by Us catalogue dis- 
tribution business, which 


higher than the consensus 
forecast of 2.9 per cent and 
the government target of SL5 
per cent. 

On the surface, the num- 
bers looked bad enough to 
prompt renewed speculation 
about a further rise in inter- 
est rates, although analysts 
pointed out that one of the 
problems was a jump in sea- 
sonal food prices, which 
could easily be reversed. 

Eddie George, .the gover- 
nor of the Bank of England, 
said that the UK economy 
was closer to overheating 
than it bad been in a long 
time. 

The December short ster- 


rep resents two-thirds of Its 
operations, bad softened. 

The shares found little 
support from the announce- 
ment that John Hirst had 
been recruited from ICI as 
chief executive. 

The warning prompted a 
series of profit downgrades, 
with forecasts of about 
£135m to £145m being shaved 
b; about £l 0 m. 

The stock stood at about 
14 times earnings, while 
shares in fellow electronics 
d is tri butor Electrocompo- 
nents. which stand at a 
much higher 30 times earn- 
ings. were marked down in 


ling futures contract, the 
market's vehicle far specula- 
ting on interest rate rises, 
dropped by 20 basis points, 
indicating that the market 
was starting to price In yet 
another quarter of a percent- 
age point rise. 

Gilts also took a battering, 
with the benchmark 10 -year 
Issue ending more than a 
point lower. Hie bad news 
for equities was compounded 
by the support that the rate 
speculation provided to ster- 
ling, which closed above 
DM2.97 and rose from 106.7 
to 106.1 on the trade- 
weighted index. 

With manufacturing com- 


panies still complaining 
about the effect of stealing 
on their export prospects, 
and inflation not yet under 
control, the UE economic 
outlook appeared to be 
worse than it bad been for 
some time. 

Traders are likely to be 
distinctly nervous about the 
average earnings numbers, 
out this morning, whicb 
could prove a “double 
whammy": higher wages 
could both squeeze profit 
margins and provoke the 
Bank to raise rates. 

Kevin Gardiner. UE strate- 
gist at Morgan Stanley Dean 
Witter, said there was a dis- 


tinct whiff of stagflation in 
the air , 

He said: “The UE market 
has beat hit over the past 
week by the worsening 
domestic economic situation 
and by renewed worries 
about Asia and in the short 
term, the outlook is not' 
promising. " 

But he added: “We think 
the market will end fee year 
higher than it is now, and in 
the long tom the UK will 
benefit from convergence to 
European interest rates" 

Volume was 931.4m shares 
by the 6pm count, of which 

55 per cent was in non- 

Footsie stocks. 
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distributor Electrocompo- Analysts said it was pro- 
nents. which stand at a tected by its lack of 
much higher 30 times earn- operations in the US. 
logs, were marked down in Among financials, insurance 
sympathy, but fell less than stocks Sun Life & Provincial 

4 per cent, by 21% to 540p. gained 18 to 555p with Dresd- 

ner Kleinwort Benson 
reported to favour the life 

ton jun id fr ago nqft -Low insurance sector. 

3854.9 3607 XI 3034.4 39202 3768 , COtnpOSLtGS, Guard-. 

288 283 3.63 422 z.79 Royal Exchange was 
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the stock and reiterated its 
European & global priority 
list rating. 

Goldman said: “Following 
our mi j ng thi g with RSA man- 
agement in the US, we came 
away with the view that first 
the US is in good shape and 
second the transformation 
that [Robertl Mendelsohn 
has brought about in the US 
is a good indicator for what 
he can achieve globally now 
that he is chief executive 
officer of the whole group.” 

Banks in favour 

Several of the retail banks 
had a better session. HSBC, 
a poor trade in recent ses- 
sions because of weak Asian 
markets, was 36 ahead at 
£14^6, with sentiment said 
to have been helped by the 
firm overnight performance 
an the Hong Kong market 
Standard Chartered, also 
heavily exposed to Asia, was 
also in favour - the shares 
closed 9'4 up at 654p. 

The Scottish banks moved 
in opposite directions. Buy- 
ers favoured Bank of Scot- 
land which helped the 
shares firm 6 to 674p, while 
active selling of Royal Bank 
of Scotland left the shares 
trailing 10 at £10.67. 

Engineer FKI exceeded 
even the most optimistic 
forecasts with its 65 par cent 
rise to £l45m pre-tax, even 
after losing £4.7m from prof- 
its because erf the strength of 
sterling. 

It also talked of a strong 
order book and stability in 
both the North American 


and European markets and 
its low exposure to Asia. 

The shares were among 
the bast performers in the 
FTSE 250, as they rose 6 to 
193p in brisk trade of some 
6.5m. 

A story that Serna Group, 
the Information technology 
company, was close to mak- 
ing a $300m-$500m acquisi- 
tion went the rounds and 
helped the shares gain 65 to 
£26.95. The bullish perfor- 
mance of the stock followed 
a trip by analysts to visit the 
company's operations. 

A statement at the annual 
meeting of Taylor Nelson 
AGB, the market informa- 
tion services group, men- 
tioned a slowing of the rate 
erf growth in its healthcare 
businesses, which account 
for about 16 per cent of turn- 
over. 

When final figures were 
unvefled in March the com- 
pany was more bullish, and 
talked of a strong improve- 
ment in turnover in the 
pharmaceutical and health- 
care sectors while margins 
were maintained. 

It also yesterday said trad- 
ing in Asia bad been affected 
by turmoil In the region, and 
performance had been 
mixed. The shares, which 
traded at about 45p 18 
months ago. foil 5 to L30%p. 

London Forfaiting was off 
27% at 317Vip as two brokers, 
said to be Grog Middleton 
and Morgan ' Stanley, 
attempted to place two sepa- 
rate lines of shares. The 
trade finance provider 
derives 20 per cent of turn- 
over from Asia, and recent 
turmoil in the region is said 
to have led to a dearth of 
buyers for the shares. 

Clothes retailer Next, 
which foils out of the Footsie 
this month, was off 21 to 
523 Vip, the worst performer 
in the FTSE 100. 

The prospect of world cup 
benefits helped make retailer 
JJB Sports the best per- 
former in the FTSE 250 after 
the shares Tose 22% or 
nearly 4 per cent to 587%p. 
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Equities’ fate hangs on fortune of yen 


emerging market focus 

China B 


WORLD OVKVfiEW 


The waxing and waning 
fortunes of the yen contin- 
ued to hold the key to activ- 
ity in world equity markets 
yesterday, unites Michael 
Morgan. 

Wall Street's SL3 per cent 
overnight tumble, its Largest 
single-session fell since the 
first week of the year, also 
provided cause for reflection. 

European bourses had a 
subdued day as the yen 
rebounded from near eight- 


year lows recorded in Asian 
trade. 

Wall Street failed to pro- 
vide early inspiration. Some 
bargain-hunting kept the 
Dow in positive territory 
daring the European after- 
noon, but Asian worries kept 
the cap firmly on prices. 

But these factors still 
failed to deter the Goldman 
Sachs equity strategist, and 
long-term bull. Abby Cohen. 
She told investors she was 
still expecting solid gains in 
US stocks this year because 


of the solid fundamentals in 
the US economy. 

Ms Cohen expects US 
stocks to break out soon on 
the upside of the trading 
range in which they have 
been stuck since ApriL 

“There are important 
forces that mitigate the 
effects of Asian develop- 
ments on the United States 
and, by and large, weak 
growth in Asia is just a mod- 
erate negative for US GDP 
and US corporate profits." 
she said. 


Asia itself continued to 
take its punishment. There 
was, however, some respite 
when rumours of Bank of 
Japan intervention for the 
yen prompted a brief rally in 
the currency. 

Kuala Lumpur, which fell 
to a nine-year low, and 
Seoul, which closed at its 
lowest level for 11 years, 
were the day’s biggest casu- 
alties in the region. Coinci- 
dentally. the pah 1 have been 
the region’s main sufferers 
since the start of the Asian 


crisis, with both- having 
posted losses of almost 65 
per cent since sud-1997. 

Lehman Brothers is 
increasingly cautious about 
the outlook, warning that 
Asia is teetering on financial 
collapse. The investment 
bank says the yen has now 
broken through the lowest 
level that can be accounted 
for by the usual explanatory 
variables and it has almost 
certainly entered overshoot 
territory. 

This damages the competi- 


tiveness of other Asian econ- 
omies which, if the yen fells 

further, will almost certainly 

have to devalue. 

Lehman says there Is a 
large risk that many or all of 
the currencies in the region 
may leap-frog one another in 

a cumulative overshoot. 
There would be attendant 
bankruptcies, in Asia and 
elsewhere. And that would 
pose the risk of the Asian 
problem being brought 
squarely into the European 
and US banking systems. 
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US high-tech 
sector sees 
fresh demand 


Motors in Dax driving seat 


EUROPE 


AMERICAS 


US shares were mixed by 
midsession. The Dow Jones 
Industrial Average lost 
ground, but investors cau- 
tiously bid up selected tech- 
nology shares, lorites John 
Labate in New York. 

By early afternoon the 
Dow was down 4.99 to 
8,622.94. The broader Stan- 
dard & Poor's 500 fared bet- 
ter. gaining 3.42 to 1,060.43. 
The Nasdaq composite, 
which is weighted in tech- 
nology shares, improved 
16-71 to 1.73246. 

The market opened higher, 
shrugging off any concern at 
the release of slightly 
stronger-than-expected fig- 
ures on consumer prices. 
However, investor worries in 
the wake of Monday’s 207- 
point shakeout for the Dow, 
quickly reasserted them- 
selves. 

The lack of direction did 
little to bolster sentiment in 
US shares. “Until we get 
some kind erf resolution to 
this malaise we've been in. 
we're going to continue with 
the choppiness," said Bill 
Meehan, chief market ana- 
lyst at Cantor Fitzgerald in 
Connecticut. 

What that could mean, he 
added, is that prices would 
not recover some of their 
recent losses until another 
sharp pullback was felt 

The US Treasury market 
fell on the inflation num- 
bers. but soon picked up as 
the stock market weakened. 
By early afternoon the 
benchmark long bond had 
climbed a further £ to 107^, 
yielding 5-630 per cent. 

A modest rebound in the 
yen against the dollar over- 
night helped to ward off fur- 


ther steep losses in some US 
stocks. Procter & Gamble 
rose $2V« to $87V« and DuPont 
*112 to *73V4. But IBM lost *3 
to $10914 after an analyst at 
Merrill Lynch trimmed his 
estimate of the group's sec- 
ond-quarter earnings. 

Manpower, the temporary 
employment agent, tumbled 
more than 25 per cent or $9% 
to *28n after the company 
warned its second-quarter 
earnings would be below 
expectations. 

investors found reason to 
buy many computer-related 
shares, especially among 
battered semiconductor 
shares. Micron Technology 
rose 6.5 per cent to S21ft, 
while Texas Instruments 
climbed Sltf to *49j|. Dell 
Computer rose *1% to $82V» 
while internet company 
Amazon.com surged 7 per 
cent to *70fi. 

Small cap shares 
improved, sending the Rus- 
sell 2000 index up 2.78 to 
436.64. 

TORONTO rallied in early 
trading, taking in its stride a 
bad press for Northern Tele- 
com's $9.lbn foray into the 
US data networking indus- 
try, and adding 36.59 at 
7.13L10 on the 300 composite 
index at noon. 

Golds and banks supplied 
most of the underpinning. 
Barrick Gold gained 70 cents 
to C$25.20. Royal Bank of 
Canada added 50 cents to 
C*S6.70 and Bank of Nova 
Scotia 95 cents to C$35.70. 

Northern Telecom, which 
on Monday fell C$13,60 on 
news of an agreed takeover 
of Bay Networks of the US, 
continued to slip after ana- 
lysts turned negative on the 
deal The shares lost C$1.10 
at C$78.40. 


Sao Paulo rebounds 


SAO PAULO bounced back 
after posting sharp losses on 
Monday helped by early 
gains an Wall Street. Shares 
shook off lingering worries 
that the government may 
yet again postpone next 
month's *15bn planned sale 
of Telebras and the Bovespa 
index gained 163 or 1.79 per 
ce nt to 9.336. 

MEXICO CITY was helped 
by light bargain-hunting, 
and the IPC index, which fell 
to a 12-month low on Mon- 
day, gained 57.83 or 1.4 per 
cent to 4,106.81 


Teiefonos de Mexico, the 
market benchmark, gained 
62 centavos to 20.10 pesos. 

BUENOS AIRES, which 
was closed on Monday, bad a 
delayed reaction to Asia’s 
woes. Although other mar- 
kets rebounded from their 
Monday declines, the Merval 
index lost 17.59 to 549.00. 

Argentinian ADRs were 
battered in New York in 
Monday trading, and ana- 
lysts expected the market to 
follow suit 

• Sooth Africa was closed 
for a public holiday 


Motor stocks provided much 
of t he action in 
FRANKFURT where the 
Xetra Dax index ended elec- 
tronic trading just short of 
the day’s high at 5.S&.71, up 
40.47. 

Volkswagen climbed to a 
session best of DM1,691.50 
before settling for a gain of 
DM60.50 to DM1,677.05 on 
positive press coverage for 
the stock, pins some upbeat 
industry news. 

Although German car 
sales lagged the European 
average for the first five 
months of this year, sales 
during May accelerated 
strongly, rising by a trend- 
setting 9.3 per cent. 

This announcement co- 
incided with a local press 
report pointing to VW*s new 
model strengths and pin- 
pointing analysts' target 
prices for the shares at 
DM2,000. 

Porsche, in contrast fell 
steeply after Rnskildn Secu- 
rities downgraded it from 
“buy" to “underperform”. 
The shares lost DM230 to 
DM5.250. 

There was a flurry of take- 
over excitement among 
chemicals early in the day 
when rumours of a possible 
link between Bayer and 
Hoechst made a tentative 
comeback. 

But by the close specula- 
tion appeared to have 
waned. Bayer ended up 
10 pig to DM85 and Hoechst 
hardened 1 pfg to 90.20 after 
a high of DM80.78. 

Software leader SAP was a 
solid performer, rising 
DM3Q.5Q to DM1.142. And 
investors stayed true to utili- 
ties, lifting Veba DM5.10 to 
DM120.3Q and Viag DM77 to 
DML235. 

Earnings optimism from 
management board chair- 
man Walter Deuss lifted 
retailer Karstadt DM13 to 
DM962. 

PARIS moved deter- 
minedly sideways for most 
of the session. Among the 
index heavyweights, oils 
were weak but France Tele- 
com pushed higher. At the 
close, the CAC 40 index was 
up 7.95 at 4.013.28. 

Another bad day for inter- 
national oil prices pulled the 
rug from under Total and Elf 
Aquitaine. The former lost 
FFr18 at FFr710 and Elf 
retreated FFr27 or 3.4 per 
cent to FFr767. France Tele- 
com added FFr16.80 to 
FFr393 A0 with investors said 
to have renewed their enthu- 
siasm for the group's rapidly 
expanding cellular 
operations. 

ZURICH ended higher 
after a volatile day and the 
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SMI index, which peaked at 
a high of 7,415 A, pulled back 
but still closed 46 ahead at 
7,388.7. 

Against the trend, tempo- 
rary employment agency 
Adecco tumbled SFr36 to 
SFi€20 as investors were 
unsettled by Mondays prof- 
its wanting from Manpower 
in the US. 

A SFrilfl rise is Baloise. to 
SFx3.648, was attributed to 
derivalives-related buying. 

Among fhumir-flig stocks, 
Clariant rose SFr63 to 
SFrl,851 on the view that 
recent recommendations for 
the group could prompt 
switching out (rf the pharma- 
ceuticals majors. 

AMSTERDAM finished 
7.54 higher at L162-21 on the 
AEX index thanks mainly to 
a solid performance from 
ABN Amro, which rose 
FI 1.30 or 2.8 per cent to 
FI 47.56 in 9.5m shares 
traded. 

Philips was also a firm fea- 
ture among internationals, 
gaining FI 2.60 to FI 172.10. 
But the grotm’s ASM Lithog- 
raphy offshoot lost a further 
FI 2.40 to FI 60 JO following a 
downgrade by Merrill Lynch. 

Royal Dutch succumbed to 
soft international oQ prices 
and a cautious note from 
Lehman Brothers, slipping 
90 cents to FI 109.20. 

The news that Prada had 
beefed np its stake to 9.5 per 
cent did nothing for rival 
fashion house GuccL The 
designer label eased FI 1.20 
to FI 106.60 

MILAN gained marginal 
ground with telecoms rally- 
ing as Telecom Italia held its 
shareholders’ meeting. Tech- 
nical buying also helped 
share prices, and the Mibtel 
index rose 143 to 22333. 

Telecom Italia rose i to 
L12350 while its mobile tele- 
phone affiliate. Tim, arfdpd 
L359 to L1QJ210. 

Sanca di Roma fell L61 to 
LA335 after Moody's cut its 
ratings. The agency noted 
that in spite of its restructur- 
ing efforts over the past few 
months the bank had weak 
profitability and deteriorat- 


Worried banks depress Tokyo 


ASIA PACIFIC 


Tokyo closed lower after an 
attempted rally on the back 
of a strengthening yen ran 
out of steam at lunchtime, 
writes Peter Montagnon. 

Adding to negative senti- 
ment were fresh concerns 
about the banking sector as 
the weaker yen strains capi- 
tal ratios. The Nikkei 225 
average fell 0.71 per cent or 
104.79 to 14.720.38, having 
traded in a broad range 
between 1-L917AS and a low 
of 14.614.74. Volume was bet- 
ter than the recent average 
with 430m shares traded, up 
from Monday’s 31 Ora- Losers 
overwhelmed winners with 
756 issues falling and 334 ris- 
ing. A total of 177 issues 
were unchanged. 

Among banks. Bank of 
Tokyo-MJtsubishi was partic- 
ularly hard hit. Falling Y17 
to Y1.235. The bank is the 
most active international 
lender among Japanese insti- 
tutions and will thus be 
especially affected by cur- 
rency movements. The yen 
value of its overseas loan 
portfolio has risen sharply, 
while its capital has not, 
analysts said. 

Trading companies were 
again weaker on worries 
about south-east Asia, where 
many are heavily exposed 
financially. The broad-based 
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Topix index, which covers 
all first-section stocks, fell 
10.74 to 1.156A7. In Osaka, 
the OSE index fell 174 to 
15,740. 

KUALA LUMPUR ended at 
a nine-year low. although 
analysts said the market’s 
3.6 per cent tumble was 
exaggerated by thin vol- 
umes. ■ 

The composite index fin- 
ished 16.4 lower at 435.84. 
Index-heavy Telekom and 
Tenaga were among the 
most busily traded stocks, 
losing 25 Cents to M55.90 and 
14 cents to MS4.96 respec- 
tively. 

HONG KONG ended 
higher after a volatile ses- 
sion in which the market 
had tracked the rapidly 


changing fortunes of the 
yen. The Hang Seng index 
picked up from a 40-montb 
low of 7,351.68 to Close 63.95 
higher at 7.526.45. 

The improved mood 
encouraged some bargain- 
hunting and Swire Pacific, 
one of the beneficiaries, 
surged HKS2.45 or 10.6 per 
cent to HK$25.60. Hutchison 
Whampoa rose HKSI.65 to 
HK$31.40 and Citic Pacific 
gained HK$1.15 to HKS1&9Q. 

SYDNEY moved lower as 
worries about an interest 
rate rise intended to stave 
off the downward pressure 
on the Australian dollar hit 
sentiment. 

The All Ordinaries Index 
ended 42.6 nr 1.7 per cent 
down at 24&LS after touch- 
ing a six-month low of 
2JU1.2 early in the session. 
Telstra rose 9 cents to A S3, 73 
as investors picked out tele- 
coms as a defensive play. 
Profit-taking after Monday’s 
hugely successful notation 
left insurer AMP AS2.50 
lower at AS20.50 in 23.4m 
shares traded. 

BANGKOK lost ground as 
investors sold off finance 
and energy stocks. Selling by 
overseas investors also 
dampened sentiment and the 
SET index closed down 5.95 
or 23 per cent to 257.44. 

Although about 83 per 
cent of Thailand’s private- 


sector debt has been rolled 
over by foreign creditors, 
concerns over recapital- 
isation remains. 

National Finance fell 
Bti.io to Bt380 and Bangkok 
Bank lost Bt4J5 to Bt44-75. 

SEOUL closed at an li- 
year low as the continued 
slide in the yen further 
eroded confidence. The 
Kospi index lost 8A1 or 2J) 
per cent to 380, the lowest 
level since January 12 1987. 

Concerns over the coun- 
try’s leading exporters, 
which compete directly with 
Japanese corporations, 
depressed sentiment. Sam- 
sung Display Devices fell 

Won2^50 to Won30,35a 

Samsung Aerospace fell 
Won340 to -its daily limit low 
of Won2ji06 on speculation 
that it would be ordered to 
close by the government 
Hyundai Pipe also fell 
Wonl70 to Wonl,2(£ an simi- 
lar rumours. 

TAIPEI reversed early 
losses to close comfortably 
higher for the second day 
running. The w eighted index 
gained 120.44 to 7.40A37 for a 
two-day advance of 4 per 
emit 

Volumes stayed modest, 
but the rally for the yen 
gave a clear boost to senti- 
ment The heavyweight elec- 
tronics sector rose 3.5 per 
emit 


tog asset quality. Fiat g aine d 
L167 to L8.005 on hopes of 
future flllianrgjt following 
co mmen ts from executives 
that the company was 
always on the lookout for 
tie-up agreements to reduce 
investments. 

MADRID gained ground 
on a technical rebound and 
the general index rose 6J63 to 
845A0. 

Blue chips were actively 
traded. Endesa, the most 
active issue of the day, 
remained unchanged at 
Pta3.270 while Telefonica 
rose Pta90 to Pta6,770. 

Acerinox, the steelmaker 
that lost ground on Monday 
following a radiation acci- 
dent at one of its plants, 
extended its losses, dedtamg 
Ptal20 to Pta20£10. 

STOCKHOLM continued to 
be weighed down by Jitters 
over the turmoil in Asia, 
with Ericsson, which lost 5 


per cent on Monday, felling 
in late trading. The general 
index retreated 19.94 to 
3530.81- 

* Ericsson fell SKrl to 
SKr2l0 as late profit-taking 
eroded earlier g a in s. Astra, 
the drugs group, closed 
down SKr5 to SKrl59 on wor- 
ries over its buy-out deal (rf 
its US joint venture with 
Merck. 

OSLO managed to close 
w i th pm r gi nal gains follow- 
ing a slide in the day 
caused by weak oil prices 
and the decline in the Nor- 
wegian crown. 

The Total to da y rose 4£2 
to 1,274.68. Shipping and off- 
shore companies were 
among the biggest losers of 
the day due to the decline in 
oil markets. Fears of a rise 
in interest rates to defend 
the currency against specu- 
lators depressed sentiment- 

Ocean Rig was the most 
active issue of the day. fell- 
ing NKrO.15 to NKT640. 

BRUSSELS improved 1.3 
per cent to on the 

Bel-20 index to daw back the 
major part of Monday's set- 
back. Financials dominated 
trading. Fortis gained BFr60 
to BFI&930 while KBC, the 
financial group formed by 
the recent merger of Krediet- 
h ank, Cera Bank and Insurer 
ABB, jumped 4.6 per cent to 
BFI2J84S. . 


Written and edited by 
Michael Morgan, Jeffrey 
Brown, Budko Terumo and 
Paul Gregan 


Like a number of Asia'.- 
wmmded stock markets, 
mainland China’s market 
indices have been bumping 
around historic lows. 

International investora. to 
particular troubled Japanese 
institutions in need of rash, 
have been selling out as Chi- 
na’s domestic economic per- 
formance has deteriorated 
and the anxious mood in 
Hong Kong has continued to 
infect attitudes to the main- 
land’s small foreign cur- 
rency stock exchanges. 

Worries about the impact 
or an unravelling Japanese 
economy and a tumbling yvn 
on the stability of both the 
Chinese currency and the 
Hong Kong dollar threaten 
to pngh -chare prices below 
their all-time lows. 

Yesterday, the index for 
Shanghai's foreign investor 
stock market dosed at 39.44. 
down from 5S.88 at the 
beginning of the year and 
just off its low of 38.40. 

But Asia’s downward 
financial spiral represents 
only a fraction of the prob- 
lem for foreign investors in 
mainland China equities. 
Arguably, the dilemma 
for China’s infant, heavily 
regulated markets remains 
chronic illiquidity. 

China’s bourses are segre- 
gated: A shares are reserved 
for mainland Chinese citi- 
zens with foreign currency B 
shares, in theory II not in 
practice, for international 
investors. While the A share 
markets have mushroomed. 
B shares have languished. 
One day this month the 
$1.5bn Shanghai B share 
market saw turnover of just 
over $3m. while the $138bn A 
share market boasted turn- 
over equivalent to more than 
$lbn. 

“The B share markets 
have been in a state (rf slow 
death since 1995,“ says the 
head of one foreign broker- 
age in Shanghai. “There is a 
terrible lack of international 
investor interest." 

Some paint out such low 
levels of interest and the pal- 
try daily turnover* have 
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meant th*_ collapse to h 
share prices has been mutatf 
tn comparison, with China 
equities in Hong Kong. 

Other investors to 
hai go even farther. , __ 
ing that the immaturity 
China's foreign exchange, 
markets offers ah unutoal . 
upside to B shares. • 

"The market is to Basttr 
a big technical rebound,"" 
says Hoong Yik-Luen, hear 
of research at IMG Bartnp 
to Shanghai Zhang. Jun. 
analyst at Guotsl SecurftfoU 
said: “We are approechfa^ 
the bottom of the mariner 
771108$ will turn around Stf ! 
the second half of the 

Such optimism Is baaed 
hopes <rf a gov«rems& bfc 
tiatiw to allow some mato 
land Chinese Investors to 
participate in tfc» stock max* 
kets for foreigners, aAHwg 

much-needed liquidity., The 
talk to Shanghai fe that 
jtag might allow &e eatab 
lisbment of Slop-', 
foreign closed end foods 
could invest to B shares. - . 

Zhou Zht'ngqlngtriialrmm 
of the China Securitint! 
latory Commission, 
stered such expect 
saying the w at ch do g 
consider measures to 
venate the market*. 

According to one I 
broker, however: 
problem Is not to rsvttojl 
B share markets, ft 111 
them from dying; 1 
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APPEAL 


Over one million people in southern Sudan 
are facing the real threat of starvation. The 
war has forced people from their homes and 
land and two years of drought have 


devastated crops. Medecins Sans Frontieres 
medical teams are r unnin g nutrition centres 
in the worst-affected areas, feeding the most 
vulnerable, especially children and their 
mothers. Malnourished people need special 
feeding mixes, containing vital nutrients. Our 
teams care for the most severe cases around 
the dock. MSF is also providing seeds to help 
people provide for themselves in future; The 
only long-term solution tor the sourhem 
Sudan tragedy is peace. But we can’t sit back 
and wait - people need your help now. 



Medecins Sans Frontieres Sudan Emergency Appeal 
Please call the credit card horlinr on 0800 731 6746 


or P°** the coupon. 
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The country is becoming established but 
big challenges remain, write Charles Clover 
and Robert Corzine 

One flag over 
two economies 
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Nursultan Nazarbayev, the Communist 
party boss of the Soviet republic of 
Kazakhstan, became Its first elected 
president an December 1 1991, with 99 
per cent of the vote. He ran an the 
slogan; "Want a flag far Kazakhstan? 
Cast your vote for Nursultan!” 

But one week later, no one was more 
stunned than he to find his campaign 
theme was unusually prescient after 
Russia, Belarus, and Ukraine voted to 
abolish the Soviet Union. Mr 

■ Nazarbayev, according to his associates 
at the time, was in a state of near panic 

4} upon learning he was in charge of a 
v gurminriy independent country. 
Kazakhstan, which sprawls across the 
sweep of the Central Asian steppe from 
the Caspian Sea to the Chinese border, 
was the last of the Soviet republics to 
declare independence. 

The cautious Mr Nazarbayev took the 
plunge only after making sure the 
c oun t r y was included in a new Russia- 
dominated multinational framework, 
the Commonwealth of Independent 

■ States, which was to have been the 
successor to the USSR. 

ms reported fears of independence 
were well founded The break-up of the 
Soviet Union triggered an economic 

noUflp BP in g«Mfc!«itini. 

Overnight, orders from Russian 
factories for Kazakhstan's metals 
and phosphates, two pillars of 
dip economy, dried up. The 
r ; “rouble zone", a hyperinflationary 
Inform of Russian trade fi nance, 

. lasted until 1993, only to be 
replaced by the tenge, 

Kazakhstan's national 
currency, which 
proceeded to lose 80 per 
- cent of its value in nine 
months fa 1994. 


Bllt the Collapse gave WagaMu p+nn 
the chance to build an ec onom y net 
dependent an the Soviet mflJtaiy-bufus- 
trial complex. The then government, 
under the leadership of fa r m w prime 
minister Akezhan wmfhingpTiMw, began a 
crash programme of market-oriented 
economic reforms. 

Speedy, though sometimes question- 
able, privatisations to foreign bu y e rs 
rejuvenated some enterprises, especially 
thnaa that flyportad witmiVttiw; Hf pg t 

of the privatisation proceeds were chan- 
nelled into state coffers that had been 
j dangerously low. 

A tough monetary policy, under the 
command of Uraz Jandosov, the former 
central bank governor, lowered infla- 
tion and stabilised the c u rrency. 

Ofl and gas investment by foreign 
computes is now driving the economy, 
which this year is expected to record 
GDP growth of 2 per' cent, a respectable 
performance given the twin hits of low 
oil prices and the fallout from the 

Asian financial t-riric 

But economists point to some prob- 
lems on the horizon. Tax collec- ' 
tion is still s problem, at 
only 12 per cent of GDP, 
while government 
expenditure 



say the economic priorities are 
improved tax collection and additional 
privatisations. - 

But stabilisation has had terrible side 
With inflation under control 
and the currency stabilised, central 
bank flnanee was not replaced by a 
viable private banking sector. 
Enterprises, starved of working capital, 
began spontaneously to generate their 
own "finance" by not paying workers, 
pensioners and suppliers. 

“Inflation was contained simply by 
stopping all monetary turnover” says 
Pyotr Svoik, a fanner minister and 
presently an opposition politician. 

Arrears in wages, pensions and utility 
Trifle ballooned. «tiH are now equivalent 
to 40 per cent of Kazakhstan's GDP. 

’Rfrmnmir reforms »inn created two 
distinct economies. One Is export- 
oriented. and incl udes privatised oil 
companies and m e^iig piantw and the 

hanlrn Hurt- finance thorn Vl mth with 

r*ah they are busy issuing ADRs and 
corporate Eurobonds. 

In the other economy wages are paid 
in vegetable oil. vehicle tyres and 
loaves of bread, if at aH The inhabi- 
tants of this economy live fa 
Kazakhst an's "dead cities." so- 
named by Mr Kashegeldfa, and 
barter whatever commodity they 
are paid in to h«rt their homes. 
The patignrp of peasants is well 
known fa Kazakhstan, and 
Mr Nazarbayev has used it 
and the 1995 constitu- 
tion which expended 
his powers and 
reduced those of the 
timid pariiament to 
mwsnhdfttp his posi- 
tion. Hff ban n ftpn re- 
shuffled ministers’ 



roktieres 





- Rated Ba3 by Moody’s (sovereign ceiling) and B+by S&P 

- Largest market share in retail deposits - 67% market share 
and 11 million accounts 

- Most extensive branch network in Kazakhstan 1583 outlets 
across 14 regions 

- Access to over 15,000 corporate clients 

- 75 years in banking sector 

- Principal paying agent for the government on all government programmes 

- Leading primary dealer in both Kazakh T-bills and National Bank’s notes 
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HSBK 

26, AbandtSireet, 
480091, Almaty, Kazakhstan. 
Td.: (7 3272) 500-301, 509-991. 

^ * halyk savings bank 
of KAZAKHSTAN 

Fax:(73272)679-738. 


and n pHais around a government in 
which policy responsibilities have been 
shifted like pieces on a chess board. 

To his credit he has tackled some 
tough issues. Last autumn he 
concluded off production shar- 

ing deals with two international consor- 
tia to explore the highly prospective 
North Caspian basin and to develop the 
Karachaganak gas field. Along with the 
Tengiz oil field, these projects should 
provide a solid foundation far economic 
growth fa the next decade. 

Mr Nazerbayev has also undertaken 
an ambitious reform of the pension 
system. And he sidetracked much of 
the old Soviet-era bureaucracy by 
encouraging the emergence of a new 
generation of young technocrats. But 
bis close grasp on the reins of power 
has generated controversy. Members of 
his immediate family are in powerful 
positions within the government and 
state-contnlled commercial spheres. 

There has also been controversy over 
Mr Nazarbayev* decision to move the 
capital from Almaty to Astana. Critics 
say the hasty move has diverted 
resources from more pressing projects. 

While Mr Nazarbayev's early years in 
power were without serious opposition. 




rival politicians are emerging who may 
challenge him in the 2001 election. 

The political and economic trajecto- 
ries of Kazakhstan are familiar to thnm 
who study post-colonial societies. In 
1991, many observers had assumed the 
de-colonisation of the Soviet Union 
would differ firm that of Africa, the 
Middle East and Asia. Experts pointed 
to the highly-educated “h uman capital” 
at the newly independent states, and to 
their enviable endowments. 

But pessimists fear the opportunity to 
do things differently may be slipping 
away. As in other petroleum rich states 
in the region, too many people in power 
fa KarafchKtan assumed that ofl money 
would preclude the need for painful 
economic and political refor m s. 

The prospect of a quick dash to an 
oil-rich future has diminished, as the 
realisation dawns an Kazakhstan's lead- 
ers just how slow and difficult it will be 
to unlock the natural riches stored 
under the Caspian Sea coast and the 
country's deserts. 

But the question remains: will inde- 
pendent Kazakhstan be doomed to 
become a simple exporter of raw mate- 
rials, ruled by an oil-rich oligarchy that 
is propped up by foreign governments 


Mitdng ter Aitm, the new oapttal, at the 
opening ce remo n y thte month petty. 

The US* regional rale hae waived aknarty. 
Pre e l dw t CPnton wtth Pr eside n t 
Naserfeayev (below). 

and multinational corporations? 

Thera is deep cynicism among ordi- 
nary Kazakhs that any of the oil wealth 
will trickle down very for. 

On a broader Rale, much may depend 
an how rite US treats the central Asian 
states. Washington* regional role has 
evolved slowly and unevenly. At first 
rite national interests of countries like 
Kazakhstan were subordinated to the 
US policy of putting "Russia first". 
Moscow was Initially given a free hand 
fa the CIS fa exchange for adopting a 
softer line on larger strategic issues. 

But the west has become more wary 
of Russia and there are moves afoot to 
try to secure the economic Indepen- 
dence of central Asia by promoting the 
development of ofl and gas pipelines 
that avoid Russia. 

The political and commercial manoeu- 
vring has been backed up by more 
potent symbols of US power. Last 
autumn US paratroopers landed in 
Kazakhstan for exercises. 

But while the US, under President 
Clinton, Is committed to the continued 
Independence of central Asia, it Is 
unclear bow for it will go to ensure 
that goal 

Zbigniew Brzezinski, the former US 
national security adviser, presented a 
far-sighted, if pessimistic, analysis fa 
his recent book, The Grand Chessboard 

He refers to central Asia as "The 
Eurasian Balkans," which, “ore truly 
reminiscent of the older, more familiar 
Balkans of southeastern Europe: not 
only are its political entitles unstable 
but they tempt and invite the intrusion 
of more powerful neighbours, each of 
whom is determined to oppose the 
region's domination by another.” 

Kazakhstan is at the centre of this 
potential tug-of-war. It borders both 
Russia and China, the two states which 
historically have sought hegemony in 
central Asia. Mr Nazarbayev, at first 
the reluctant head of state, has proved 
more adept than his CIS peers in ploy- 
ing the geo-strategic game of operating 
a "buffer" state. 

This summer, he is scheduled to sign 
major treaties with both China and 
Russia fa the hope of improving rela- 
tions with both. And moving the capital 
to Astana is designed to reinforce the 
sovereignty of the country. 

"Kazakhstan has never been able to 
choose Its own capital before. Astana is 
the symbol of our independence," 

Mr Nazarbayev. 

Kazakhstan* unexpected indepen- 
dence In 1991 was a big opportunity as 
well as a challenge. But the Innocence 
and inexperience of the early days has 
given way to a realistic assessment of 
the country* potential. How Mr 
Nazarbayev Tmnfl k» s these challenges 
will largely determine whether 
Kazakhstan rawiMnnpis to have a flag fa 
the years to come. 


KAZAKHSTAN GOLDEN GATE 
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Contact FESA InL 

If you are facing problems concerning legal rights and economic interests, FESA Lot. will protect its clients 
interest FESA Int is a scientifically justified system of organizational and managerial measures carried out in ac 
ordance with the constitution of the Republic of Kazakhstan the laws nonnative acts in compliance with 
professional ethics for the purpose of protection of life health, rights, freedoms and legal interests of the client 
as well as his property from illegal encroachment 

The activity of FESA InL 

is unique and is directed to assist its clients to maximize their profits by trying new business opportunities on the 
regional, state and global levels. 

FESA Intis 

thoroughly experienced and has a profound professional knowledge in a complex of interrelations with state, 
public and bodies private individuals with a global system of clients in key sectors of the economy. Moreover, 
FESA Int. is a private independent company employing highly qualified specialists with a great practical 
experience. This assures strict confidentiality, also guarantees individual attention to each client and flexibility 
satisfy their demands and wishes. 

FESA InL offers 

unique and economically efficient solutions and at the same time constantly seeks new business opportunities to 
be used by the client. 

FESA InL Is equipped. 

with the most up-to-date technology, methods and programs, which are vital for the provision of a wide range of 
services, experience of the managers, associates and know-how in the Republic of Kazakhstan, because we 
provide assistance for the development and functioning of trade economic, financial, science and technological 
market and other commercial activities. 

We can provide: 

• Analytical information on the activity of banking, insurance and investment structures in order to increase 
the efficiency and security of the operational due to the diminishing risk when choosing the partners, and 
also evaluation of the situation on the money, loan and insurance markets, as a whole, and in specific 
regions and types of operations. 

■ Informational or technical support for investment projects, elaboration of corresponding programs based on 
international requirements, execution of individual investment projects for the development of 
manufacturing and other types of entrepreneurship, the analyses of economic processes m the Republic of 
Kazakhstan, influencing the status and the expansion of entrepreneurship, industrial production, agriculture, 
construction industry, trade on various levels within the range of specific goods (works, services) including 
insurance markets and other sociological market researches. 

• Operative data and analytical materials on the production of goods (works, service) market research and 
possibilities of its satisfaction, prices and delivery terms, organization of finding reliable partners and 
investors far the creation of goods and acquisition of needed resources, provision of the information on 
loans and investments. 

- Consulting, mediation, representative, agent or other services including those to establish mutual contacts 
with Kazak and foreign enterprises, undertake business negotiations and meetings, organize conferences 
and exhibitions. 

• Legal, economic, organizational and technical expense of projects and programs, inspection of the projects, 
and agreements for the compliance with acting legislation. 

84 Auezov SL, Almaty 480008, Kazakhstan. 

Tel 7 (3272) 423 518, Fax 7 (3272) 539 534 
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PlUVATiSATlOM • by Charles Clover 



Sell-off genie set free 


mm 


RUSSIA 


Conflict continues 
between many 
local business 
people and 
government 


“I started in office on 
October 12 and. on October 
18. it was payday. Hie bud- 
get had no money. Literally 
no money. I bad to go to the 
national bank and beg for 
them to pay wages.” That 
was the situation that Ake- 
zhan Kashegeldin, the sec- 
ond of Kazakhstan ’s three 
prime ministers, faced in his 
first week in office, in Octo- 
ber 1994. 

But the national bank 
could not be a saviour Indefi- 
nitely. Kazakhstan was just 
coming down from hyperin- 
flation that year and print- 
ing money was not allowed 
under a newly agreed IMF 
programme. 

Expenditures were half 
again as much as tax reve- 
nue, much of which was col- 
lected in barter. 

“We were completely 
broke,” says Mr Kashegel- 
din. ”1 was once part of a 
government delegation, and 
we were stuck in New York 
because we couldn't pay our 


air fares. I had to pay for my 
plane ticket out of my own 
pocket” 

More out of desperation to 
fund the government than 
out of faith in neo-classical 
economic theory. Mr Kashe- 
geldin made a fateful deci- 
sion, to start the privatisa- 
tion of the country’s heavy 
industry. 

The government started 
with the metals and phos- 
phate plants in 1994 and 1995 
and gradually moved on to 
selling the assets of the 
lucrative oil sector. 

"We saved the budget 
through privatisation,” he 
says. Indeed, privatisation 
funded some 20 per cent of 
Kazakhstan’s aggregate bud- 
get revenues and nearly half 
of the cash (non-barter) reve- 
nues over the next three 
years. 

Largely because of this 
programme, Kazakhstan was 
able to stabilise its currency 
and bring down inflation to 
17 per cent In 1997. despite a 
dismal rate of tax collection. 

The country's privatisa- 
tion programme not only 
saved the budget but also 
many of the factories, which 
had been standing idle after 
the collapse of the centrally 
planned Soviet economy. 
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Private rates: the currency is stable but— 


Panot Plows 


“The factory directors had 
sold their inventories and 
put the money in their Swiss 
hank accounts. They had no 
money to fund production, 
no working capital,’* says Mr 
Kashegektfn. 

But by throwing open the 
door to Kazakhstan’s most 
desirable productive 
resources. Mr Kashegeldin 
had let a genie out of the 
bottle which he could not 
put back. 

“The privatisation, pro- 
gramme, the competition for 
property, now determines 
every thing in our dome stic 
politics.'' says Pyotr Svoik, 
former chairman of the state 
anti-monopoly committee 
and a noted critic of the gov- 
ernment. “Until the property 
question is resolved, there 
will he no stability here.” 

The privatisation pro- 
gramme sparked a conflict 
between the go vernm ent and 
local businessman, “a native 
oligarchy" in the words of 
Mr Kashegeldin, who cov- 
eted the assets that were 
being sold, bat who coaid 
not match the prices that 
foreigners could pay. 

The most strident oppo- 
nent of Mr Kashegeldin’s pri- 
vatisation programme was 
Nurlan Balgimbayev. the oil 
minister at the time, who 
was appointed prime minis- 
ter after Mr Kashegeldin left 
office in September last year. 

Starting in 1996, he led the 
country’s ofl industry in a 
campaign against the priva- 
tisation of their enterprises, 
the country’s ofl fields and 
refineries. 

When the first oil enter- 
prises were put under the 
hammer, Mr Balgimbayev 
responded by hiring a 
high-powered American law 
firm to review the sales. 
They found serious flaws in 
the transactions. 

Indeed, the speed of the 
process was practically its 
downfall. Western consul- 
tants complained that they 
were under tremendous time 
pressure to prepare enter- 


prises for sale. Tenders, 
when they were held, were 
haphazard and enterprises 
were sold for a song. 

“We sold a power 'station. 
EMbastus Grid 1. for $L5m, 
and we sold the land It sat 
on for Slim. Imagine! That 
huge piece of infrastructure 
was worth less than the land 
it occupied,” complains Mr 
Balgimbayev. 

With the lack .of attention 
to detail, the companies that 
Kazakhstan’s privatisation 
attracted were not often the 
most reputable. Same were 
simple trading companies, 
registered in tax havens, 
which used transfer pricing 
and offshore accounts to 
hide their earnings from the 
government. 

Indeed, tax collection in 
Kazakhstan, as a perefintage 
of GDP, ha* fallen from 18 
per cent in 1994 to just 10 per 
cent last year. 

Some leading figures were 
also accused of benefiting 
personally from some of the 
privatisation deals, either 
directly or through Kazkom- 
mertsbank. a powerful local 
bank which was active in 
some of tbe privatisation 
tenders. 

By the end of 1996. the 
fight over the country’s oil 
sector reached a "Bmw 

The flow of ofl revenues 
had virtually stopped and 
Sarybai Kalmunayev. chair-' 
man of the state property 
fond charged with carrying 
out privatisation, publicly 
says $S00m of oil revenues 
was nwesfag from the bud- 
get. 

Then, tbe following March, 
Mr Kalmurzayev’s state 
property fond was abruptly 
abolished by a presidential 
decree and folded into the 

fjnnni-o Tnfpfa fry 

A new entity, Kazakholl, 
was created to be. the hold- 
ing company for .all state- 
owned shares in the oil 
industry, and was initially 
headed by Mr Balgimbayev. 
who took over from Mr 
Kfluhfigpiriin as prime minis- 
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ter in October. 

Since taking power, Mr 
Balgimbayev has slowed 
down the pace of privatisa- 
tion, with a few exceptions. 
He still plans to sell shares 
tn two large oil companies 
through the stock exchange 
this year. Meanwhile, the 

remarntag state shar is of the 

ail industry were placed into 
KkokhoB. 

Mr Kashegeldin refers to 
Kagakhnii as “the invention 
of poorly educated oilmen”. 
But the logic of KazakhoQ is 
more sophisticated than 
being just a simple vehicle 
for the country’s oil industry 
interests. 

Kazakh oil, in the opinions 
of some observers, is being 
used to fond the pet projects 
of president Nursultan Naz- 
arbayev. 


Indeed, Baltabek Kuandf: 
kov, former chairman of 
KazakhoQ. says in an inter- 
view with local newspaper. 
TTagakhrtan«fc*y» Pravda fo 
December 1997 that' the 
organisation was financing 
the construction of several 
projects in Kazakhstan’s 
new capital of Astana. 

The vice-president and 
financial director for Kazak- 
hoil is Timor Kullbayev, 
who is president Nazar- 
bayev’s son-in-law. Informa- 
tion about Kazakhoil's 
finances is a closely guarded 
secret 

“Have fhwm publish finan- 
cial information”, says Mr 
Kashegeldin who asserts 
that oil enterprises in 1997 
were forced to publish then- 
balances. while this year 
they have not “When T was 


in government, we never 
knew where tbe money 
went” he says. 

Since firing power. Mr 
Balgimbayev has not only 
consolidated Kazakholl, but 
has shown himself deter- 
mined to confront foreign 
' investors whom he feels 
have not fulfilled their obli- 
gations to the country-. 

And President Nazar- 
' bayev, in an interview with 
' the financial Times, critic- 
^Ised “mistakes and short- 
cuts” during privatisation, 
and warned foreign inves- 
tors who did not fulfil their 
contractual obligations that 
■the government “would use 
■all methods to correct the 
‘situation”. 

But he was careful to say 
tan had oot become 
ited with privatisa- 


tion as n “key component of 
economic reform”. 

Mr Balgimbayev empha- 
sises that he favours privati- 
sation but prefers local 
investors to foreigners. The 
main accomplishment of bis 
privatisation programme, he 
says, was finding local Kaz- 
akh investors who outbid 
foreigners for the state 
shares in TuranAiem Bank, 
a local bank, this year. .. 

Until revenues from large 
oil field developments start 
to flow in the next decade, 
the government will remain 
dependent op privatisation 
for much of its revenues. 

“They achieved what they 
achieved Largely through pri- 
vatisation.” says a western 
economist in Almaty. “But it 
is unclear how long they can. 
continue to privatise.” 
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ECONOMY * by Charles Clover 


Centra) Asia: Foreign Direct investment 

i 1996 eathnabtf total SI 149m 


Stability brings its own problems 


Privatisation of 
pension fluids is 
seen as a way of 
boosting savings 
and investment 


Kazakhstan’s economy has 
improved slightly since the 
doldrums of 1993 and 1984. 
when inflation hit 50 per 
cent per month, gross 
domestic product was 
shrinking at 10-15 per cent 
per year and the new cur- 
rency. the tenge, lost seme 
80 per cent of its value in 
just nine months. 

A successful macro-eco- 
nomic stabilisation pro- 
gramme. implemented with 


the help of the International 
Monetary Fund, brought 
Inflation down to just 17 per 
cent overall last year, 
despite a 50 per cent jump in 
the money supply which was 
used to pay pension debts. 
The tenge, meanwhile, has 
been stable - too stable fin- 
some tastes - for the past 
three years. 

But the stabilisation pro- 
cess was like squeezing an 
economic balloon: prices 
were controlled by holding 
down the money supply but 
something was bound to give 
elsewhere and a crisis of 
payments arrears has 
replaced hyperinflation as 
Kazakhstan's primary eco- 
nomic malaise. 


Arrears in wages, pensions 
and utility bills have 
exploded since 1994. In all, 
they are now equivalent to 
40 per omit of Kazakhstan’s 
GDP and, for the past sev- 
eral winters, many of Kaz- 
akhstan’s cities have been 
without heat or power due to 
unpaid tolls. 

The main problem is that 
the inflationary central bank 
credit which once financed 
the Kazakh economy has hot 
been replaced with a fonc- 
ti fining private hanking sys- 
tem. which is essential to a 
capitalist-type economy. 

Because of the lack of pri- 
vate finance in Kazakhstan, 
enterprises have been forced 
to “borrow” working capital 


dirtetitf from their 'oijploy- 
ees, pensioners' and suppli- 
ers, without the use of banks 
as intermediaries! 

“The main task of the cen- 
tral bank, now that our 
economy has been stabilised. 
Is to increase the role of pri- 
vate banks in the economy”, 
says Uraz Jandosov, first 
deputy prime minister and 
former chairman of the cen- 
tral bank. 

Meanwhile, Kazakhstan's 
elite' export -Oriented enter- 
prises are largely insulated 
from the payments arrears 
crisis. Many have been pri- 
vatised to foreign owners, or 
are clients of big Kazakh 
banks and. thus, have access 
to liquidity. 


KflTRkhJrtirn has” become 
more integrated Into the 
world economy over the past 
few years hut it has lately 
been hard to tell if this Is a 
blessing or a curse. 

The recent fall in oil prices 
has hit the Knoairh economy 
particularly hard and, to 
compound matters, the cen- 
tral bank lost hundreds of 
millions of dollars' in 
reserves last December and 
January, as a result -of the 
Asian crisis. 

The country’s economy 
has been insulated to some 
extent from the Asian crisis, 
and the central bank has not 
felt the need to raise interest 
rates precipitously to defend 
the tenge. 


Though Kazakhstan's cur- 
rent account deficit is high 
by inte rnational standards, 
it is financed by inflows of 
long-term foreign direct 
investment, rather than for- 
eign purchases of shortterm 
government debt. 

Kazakhstan’s government 
has already begun another 
key . reform: privatising the 
pension system, which if 
successful, would funnel 
pension payments into pri- 
vate pension funds which 
could be invested in the 
domestic capital markets. 

But pension reform will 
fail unless tbe pension funds 
have something to Invest'in. 
There are, at present, only 
three stocks trading on the 
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Almaty Stock Exchange but 
plans are afoot to increase 
the market with the privati- 
sation of several “blue chip” 
[companies through the stock 
exchange this year. 

“The success of our pen- 
' sion fund reform really 
.-depends on whether our 
.stock market is successful,” 
says Nadir Bumashev. an 
economist at the State 
Investment Committee. 


Grigory Marchenko, who 
was one of the main archi- 
tects of the plan, and now 
heads Deutsche Bank's office 
in Almaty, thinks this 
scheme could revolutionu 
Kazakhstan's economy by 
drastically increasing the 
level of domestic savings 
and investment. 

“This is the most impor- 
tant reform we are currently 
undertaking." he says. 
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With the in-depth knowledge and experience in Kazakhstan capital 
market, the Tenir Group is one of the leading financial companies 
providing specialized services in emerging market of Kazakhstan. 


The Tenir Group 


Tenir Group , Ltd. 


- Legal and financial advisory 

services 

- Project financing 

- Mergers & acquisitions 

- Due diligence 

- Prepeanng investment 

memorandum 

- Business valuation 


Greenwich Capital 
Management JSC 

- Underwriting 

- Kazakhstani equities 

- Government securities 

- Personal custody 

- Brokerage service 

- Forming and structuring 

of portfolio 

- Equity and industry 

researches 


Vostok Cement, JSC 


- Cement plants 1 asset 
management 


Tenir Register, Ltd. 


- Maintaining of 
shareholders registrars 


As one of the strongest securities firms in the country, Tenir Group offers fun investment 
and asset management services to help our clients achieve their financial goals. 


Tenir Group is your guide to Kazakhstan capital market 

This advertisement is dirscted.ai professional iavgaora only 


76 Zhibek Zhofy str., Almaty 480004, Republic of Kazakhstan 

tel. +7 (327 2) 339820, 336917; fax. +7 (3272) 581293; E-maS: tenir@kaznetkz 


* The Tenir Group am] Greenwich Capital Management. JSC are not aSUhaod with Greenwich Capital Marten Inc. , 
affiliate of Greenurh NaWrs. 


KPMG 


KPMG - Your local Guide in Kazakstan 



For more informadun please 

contact: 

Jarctt Bcrdafiria 
Allan Burctiard 
Nick Horde 

Abylai Kitan Avenue IQS 
-W009P Almaty 
Tel: +7 3275 81 
Fax: +7 3275 XI 16 W 


KPMG is presew in over 20 countries 
in Central and Eastern Europe. KPMG 
in Kazakhstan employs 60 professional 
advisors providing a foil range erf busi- 
ness advisory services tailored to ft e 
needs of both foreign investors and 
Kazakh business. 


Apart from professional competency 
our services are based on familiarity 
with the people, country and its 
economic condition. We believe tint 
consideration of naoocal charaaerisdcs 
is key to any successful business 
venture. 


Auditing and accounting 
Management consulting 
Company restructuring 
Joint venture assistance 
Due diligence reports 
Ibx and legal services 
Business valuations 
Strategic planning 
Feasibility studies 
Privatisation advice 
Corporate finance 
Market entry studies 
Marita surveys 


POLITICS • by Charles Clover 


Bold steps to independence 


Ordinary people 
have been 
neglected in the 
drive for 

economic reform 


The Kazakhstani General 
Prosecutor's office 
announced last month that 
its “linguists" were investi- 
gating a passage from an 
article in the local weekly 
newspaper Karovon, which 
might be prosecuted under 
anti-pamography laws. 

The passage which caught 
their eye was: “The results 
(of the collapse of the Soviet 
Union) are intermediate, 
because the formation of the 
new borders of our system- 
atic division is not yet com- 
plete, the main processes 
still lie ahead, and will actu- 
ally take place in this region 
many years in the future." 

The title of the article. 
Kazakhstan and Russia, WUl 
There Be A New Union?, 
could hardly be described as 
racy. But die author, Pyotr 
Svoik, an ex-minister who 
now co-heads one of Kazakh- 
stan’s opposition political 
parties, could be charged, 
under a peculiar footnote in 
the anti-pornography stat- 
utes, with "conspiracy to 
question the territorial integ- 
rity of Kazakhstan”. 

The suit highlights two 
troublesome aspects of poli- 
tics in Kazakhs tan, One is 
civil rights - Kazakhstan’s 
constitution guarantees free- 
dom of speech, a right which 
has not always been 
respected by the regime of 
president Nursultan Nazar- 
bayev. 

The other is the extreme 
sensitivity of Kazakhstan's 
very existence as a state. 


Since becoming an inde- 
pendent country in 1991, the 
garatrh government has had 
the task of making a coher- 
ent state out of a region 
which has traditionally teen 
a crossroads. . 

Through the centuries, 
Kazakhstan’s population of 
nomadic traders and herds- 
men have more often been at 
odds with each other than 
with China and Russia, then- 
mighty neighbours. And pop- 
ulation movements, ini tiatAd 
in Soviet times, brought mil- 
lions of sett] ei? from Soviet 
empire to Kazakhstan. 

In addition to being faced 
with such forces within the 
country, there are myriad 
threats from without 
ifaraitiigfan 't ethnic vul- 
nerability makes it a prime 
target for expansion by Rus- 
sia. a tendency 'which has 
teen kept in -check by Rus- 
sia’s moderate president 
Boris Yeltsin. But Russian 
presidential elections in 2000 
may bring an unknown 
qnantity to power in 

Moscow. 

China, meanwhile, sits 
quietly across the Tien Shan 
mountains fro m KwgairhRtan 
keeping Its intentions in the 
region largely to itself. 

Faced with these threats, 
Kazakhstan’s president Nur- 
sultan Nazarbayev a 
series of hold decisions. 
First, he has made a pr i or it y 
of reforming the country's 
Soviet-era economy, launch- 
ing one to the fastest privati- 
sation programmes in his- 
tory and undertaking 
expensive pension fund 
reform. 

“The most important guar- 
antee to our independence is 
a strong economy" he saifi. 

Next, and more peculiarly, 
he decided to . change the 


country's political geogra- 
phy. In order to neutralise 
the ethnic fault line ruqning 
through Kazakhstan, he 
ordered the capital to be 
moved to a more central) 


impossible to figbt corrup- 
tion, “pervasive throughout 
•the government”, according 
to the State Department 
report Huge sums have dis- 
appeared from government 


location, on the southeroi coffers over the past few 
Siberian steppe lands years, such as a S500m pay- 

-menl- by US oil company 
Mobil, for a share of the Ten- 


Astana. 0 

These ambitions required 
no small amount of political 
wilL “We must take these 
steps when they are diffi* 
cult” said Mr Nazarbayev. 
“Otherwise, we will never 
take them at alL” 

But mustering the consen- 
sus to back his bold deci- 
sions has been the cause of a 
more worrying trend in Kaz- 
akhstan. Mr Nazarbayev has 
been increasingly concen- 
trating power in his own 
Haniift atiri that of bis imme- 
diate circle. 

The country's constitu- 
tion, adopted in 1995 by a 
referendum and “marred by 
irregularities”, according to 
a US State Department 
human rights report, concen- 
trates power in the presi- 
dency. In addition, Mr Naz- 
arbayev’s tom in office was 
. extended for five years by 
another 1995 referendum 
which was also marred by 
irregularities. 

The only other organ to 
central power, Kazakhstan's 
parliament, is extremely 
timid. With no real authority 
under the latest constitution, 
the -body has busied itself 
with debates such as tbe 
stormy one this year on 
polygamy, 

“We cannot have a con- 
frontation with the presi- 
dent. That would lead to 
Instability,” said M ukfaam - 
bet Kopei, a parliamentar- 
ian. 

The lack of an indepen- 
dent judiciary has made it 


ingly on vague notions of 
national identity, such as 
the construction of Astana, 
to the exclusion to the every- 
day concerns of the people:. 

"The people are not 
abstraction” says Murat 
Auezov. one to Kazakhstan’s 




giz oil field in west Kazakh- 
stan. 

Mr Nazarbayev’s relatives 
have taken over key posi- 
tions hi the government. His 
daughter, Darfga, controls 
Khabar, the na tional televi- 
sion network. Ha husband, 
Rakhat Aliev, is head to the 
tax police. 

Anothev ol Nazarbayev’s 
so ns- in-laws. Timur Kuli- 
bayev, is tbe financial direc- 
tor and vice president of 
Kazakhnfl, the state holding 
company for the country’s 
oil industry. This company 
is believed to have provided 
funds for Mr Nazarbayev's 
pet projects, such as the con- 
struction of the new capital 
of Astana. 

Kazakhstan certainly has 
all the makings of a klepto- 
cracy and/or a dictatorship. 


most respected intellectuals 
and an opposition leader. 

A top official at the elite 
State Investment Committee 
concedes: “We are ahead 
with implementing economic 
reforms, but behind with 
implementing a tetter stan- 
dard of living:” 

Kazakhstan's economic 
reforms have indeed hit the 
population hard. 

Macro-economic stabilisa- 
tion has been achieved by 
stopping supplies to central 
bank credit to the economy, 
but nothing resembling a 
private banking sector has 
developed in its place. 

has resulted in enterprises 
generating their own 
by simply not paying their 
workers and suppliers. 

As a result, normal eco- 
nomic turnover has come to 
a halt in several areas to the 
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worst of both those worlds. 
Its human rights record is 
aot by any means ap palling 
and disappearing budget 
funds seem to be used for 
more or less constructive 
purposes, such as building 
the new capital. 

“Okay, at least he's not 
Saddam Hussein.” says Mr 
Svoik, chuckling. 

Indeed, centralisation of 
power has enabled the gov- 
ernment to implement 
needed economic measures 
Nonetheless, the concen- 
tration or authority is dis- 
turbing to those who see the 
government focused increas. 


out power or heat durinf 
recent winters. 

The average wage hovers 
around $60 per month am 
many workers are ow^ 
months of back pay. An epi- 
demic of tuberculosis has 
broken out In many regW* 
of the country. 

Mr Auezov believes tl* 
neglect of ordinary peop® 
constitutes the greatest 
threat to the Kazakh sU* 1 
“We have no consent hs^*_ 
what type of society we anpj 
building, all the changes &*■ 
anonymous to us. Our tn® 1 
Bitton is being done fbr'dS 
but we are not part to It" ' ' 


K 

% : 

t:. , • 

KJ • 

'll. 1 

b.'" : 

v ■ 

Hr.. ■ 


4 -l- 


t. 

c; 
^ ; 


v;- 


ly 

•** 


1 










#S'9‘ K*Vi 



endcnce 









t$o 


^ANCULUMtS WEDNESDAY JUNE 17 1998 t 



111 


KAZAKHSTAN 3 


j^jSSlAMS • by Cariotte GaJ! and Robert Corzine 


UIGHURS • by Carlotta Gall 


A resigned yet A test of tactfulness 


anxious people 


Conciliatory 
gesture made 
to powerful 
and concerned 
neighbour 

The name Kazakhstan wa y 
conjure up a scene of Asiatic 
hordes galloping across the 
rolling steppes, but that is 
not a true picture of the 
modern nation. E thni c 
Kazakhs, the descendants of 
the horsemen warriors who 
roamed this region for centu- 
ries, today barely make up 
half the population. 

Ethnic Slavs, mainly Rus- 
sians, outnumber Kazakhs 
in the north of the country 
and even a large number of 
Kazakhs cannot speak their 
own language. Russian, 
although not a state lan- 
guage, is the main business 
and administrative language 
and the lingua franca. 

Yet as newly independent 
Kazakhstan carves out a 
national Identity, it inevita- 
bly reaches for symbols like 
the Kazakh hors eman bear- 
ing a falcon on his arm. 

A bird of prey flies dose to 
the sun on the national flag 
and the yurt the circular 
tent home of the nomadic 
tribesman, is appearing 
everywhere, whether as a 
decorative style for the lobby 
of a five-star hotel or in the 
design for a national 
museum in the new capital. 

These are the just trap- 
pings of a state policy of pos- 
itive discrimination to bring 
more ethnic Kazakhs into 
positions in government and 
key businesses. They say it 
is necessary to redress the 
imbalance of the Soviet 
period when Kazakhs 
became a minority in their 
own republic. 

“The number of Russians 
in senior positions has 
diminished drastically," says 
a foreign diplomat. “They 
will start to feel the glass 
railing.” 

It leaves a large section of 
the population, in particular 
the Russians, apprehensive 
about the future. More than 
a miiffan have already end- ' 


grated, mostly Slavs. Jews 
and ethnic Germans, the 
bulk of them in the first 
years of independence. A 
second wave began last year, 
pushing the total exodus 
over l-5m. close to 10 per 

cent of the total population. 

They are fleeing a per- 
ceived ethnic disc rimina tion 
rather than any active abuse 
or economic worries of 
unemployment and poverty, 
says Yevgeny Zhovtis, direc- 
tor of the Kazakhstan Inter- 
national Bureau for Human 
Rights. 

“It is the result of internal 
discomfort. They do not 
believe in the fixture of the 
country, they w or r y far their 
children and their educa- 
tion," says Pyotr Svoik, an 
opposition politician and 
ethnic Russian. 

President Nursultan Naz- 
arbayev has urged Russians 
and others to stay in Kaz- 
akhstan and has recently, 
eased his policy of “Kazak- 
hisatian*. That is above all a 
conciliatory gesture to his 
powerful neighbour, Russia, 
whose nationalists make 
threatening noises if they 
fed fellow Russians are suf- 
fering: 

But if he ha* w>imad some 
fears, he has not removed 
them. Those Russians and 
Slavs who remain are ques- 
tioning whether they are 
still part of Kazakhstan and 
whether the country still 
needs them. 

“I feel it offensive far Rus- 
sians to be described as a 
national minority. We built 
much of Kazakhstan," says 
Rudolf Shatalin, head of 
PSTM, a . large construction 
company which used to 
build nuclear weapons. 

Thirty years ago Mr Shat- 
alin was one of thousands of 
Russians brought in to build 
Kazakhstan’s nuclear missile 
sites. Today his company is 
dismantling that ' great 
Soviet project The irony is 
not lost an him. 

“We are still communists, 
we still believe in those 
ideas but now we are also 
capitalists. Maybe some day 
we will fly to Mars and make 
cOmVmndSm there," he says.. 


Russian colonisers started 

Se ttling tn Karakhctaw Irt tHn 

last cen tury but the massive 
mi gration (tarna tn the 20th 

century, during Stalin's ter- 
ror when hundreds of thou- 
sands of people of all nation- 
alities were sent to labour 
camps in the region. 

In the 1960s another lm 
Russians, Belarussians and 
Ukrainians settled in the 
republic during Nikita 
Krushchev’s “virgin lands” 
scheme which essentially 
robbed the nomadic Kazakhs 
of their grasslands and their 
livelihood. 

The immigrants neverthe- 
less did build the towns, fac- 
tories and iho ititwm of the 
industrial north and devel- 
oped the agricultural belt 
that makes Kazakhstan 
today a net exporter of 
grain. 

Their children now say 
they have nowhere to go to. 
Bom and raised in Kazakh- 
stan. often with no relatives 
In Russia, this is the only 
home they know. 

Alexander and Galina 
Nizhnik, both children of 
Russians who were branded 
“kulaks" and exiled under 
Stalin, are typical. They live 
at Maximovka, a flnwmrir vil- 
lage and former state farm 
30km outride the new capi- 
tal, Astana. 

Neither has been paid a 
salary in six years, and all 
they get for a day’s work on 
the farm is half a loaf of 
bread each. 

Yet they say the; cannot 
leave. “How can we go home 
if we woe bom hare?" 

But the Russians In Kaz- 
akhstan are a resigned lot, a 
forgotten and ignored com- 
munity who seem to have 
little energy to fight far their 
rights. 

Hie necessity of survival 
means there is no tension or 
discrimination between Rus- 
sians and Kazakh* in the vil- 
lages, they say. Nor is there 
any idea of seceding from 
yayflWhflfem and joining Rus- 
sia. Says Alexander: “They 
say about the Russian peas- 
ant that while his hoe is in 
the ground be win not rise 
up". 


Hie government, 
not wanting to 
upset China, has 
been wary of the 
ethnic problem 

A quiet group of people, 
mostly old men wearing long 
beards and embroidered 
skull caps were gathered in 
a dingy Soviet hall of culture 
in Almaty last month. Their 
faces, with- smooth skin 
stretched over high cheek 
banes, resembled old orien- 
tal portraits. 

They are Uighurs, and 
despite their gentle demean- 
our, represent Kazakhstan's 
thorniest ethnic problem and 
a foreign policy danger zone. 
There are several hundred 
thousand Uighurs in Kaz- 
akhstan, but more important 
mitUoxiB more Uighurs over 
the border in the province of 
Tiwj jgm g hi western China, 
where they are showing 
growing resentment of Chi- 
nese rule. 

After several bloody 
clashes with the authorities 
In recent years, Uighurs ran 
riot In the town of Khulje, 
not far from the border with 
TTagakhataw in February. 
Dozens of Chinese and Uigh- 
urs were killed in a frenzied 
ethnic bloodletting. In the 
ensuing military crack 
down, a number of Uighurs 
fled to Kazakhstan where 
some of them are still in hid- 
ing. 

The incident sent ripples 
through the Uighur commu- 
nity in UaaalfhKtaw j who feel 
strong sympathy for their 
iriymmp-n since many emi- 
grated from c hina over the 
last century. That sympathy 
is growing and presents a 
serious embarrassment for 
the Kazakh government 
which is keenly developing 
ties with Chma 

The Uighurs possess an 
old history and a strong 
sense of national identity. 
They are predominantly 
Moslem but afro: 70 years of 
Soviet rule many who 
inhabit Kazakhstan and 
other Central Asian states 
have lost the habit of 
praying: 

Much stronger Is their 
sense of homeland, that vast 
plateau and desert lan d that 



Out in the eobfe UJghun* watt for customers at a local market 


stretches from the borders of 
iCavaiithgtfln. K y rgyz s t a n and 
T ajikistan to Mongolia and 
central China. 

Uighur nationalists do not 
recognise the name Xin- 
jiang, which means “new 
territory” in Chinese, and 
insist on railing their home- 
land Ifighunstan or Eastern 
Turkestan. They consider 
the Chinese “occupants", 
and compare the situation in 
Xinjiang to that of Tibet 

The Uighur independence 
movement has simmered for 
decades but appears to have 
strengthened since the break 
up of the Soviet Union and 
the opening up of China. The 
Uighurs' main grievances 
are ethnic and religious dis- 
crimination and police bru- 
tality shown them by the 
Han Chinese. There is an 
incipient militant Islamic 
movement that advocates 
separation, by armed insur- 
rection. 

In Kazakhstan, where 
Uighurs are mostly traders 
and farmers, separatism is 
not an issue. Uighur leaders 
say they are not seeking 
independence or unification 
with their brethren acmes 
the border in China or even 
autonomy far themselves. 

“We" do not live in one 
ho me l an d, yre . would not pre- _ 


tend to that," says Kokhar- 
man Khozhamberdi. presi- 
dent of the Uighur Associa- 
tion in Almaty. He says his 
demands are for respect for 
human rights and democ- 
racy in Kazakhstan. That 
would serve his main aim 
which is to wage a peaceful 
campaign against the repres- 
sion of Uighurs in China. 

For the moment be can 
barely do that Under pres- 
sure from China, Kazakh- 
stan has clamped down on 
any political activity by 
Uighurs, virtually outlawing 
demonstrations and political 
meetings. 

In 1995 President Nursul- 
tan Nazarbayev signed an 
agreement with Chinese 
president Jiang Zemin prom- 
ising not to support separat- 
ism. The agreement ensured 
some stability over disputed 
chunks of their common bor- 
der but also brought new 
co-operation between secu- 
rity forces. That meant 
tougher controls over the 
Uighurs. 

Kazakhstan's police are 
now hunting down Uighurs 
who fled the military crack- 
down in Khulje In February 
and sought refuge in Kaz- 
akhstan. One young man, 
who claimed at a press con- 
. ference in Almaty to have 


taken part in the KhuUe 
revolt, has gone into hiding, 
and is apparently being shel- 
tered by sympathisers in 
Kazakhstan. 

If he and others are caught 
and handed over to the Chi- 
nese authorities. Uighurs 
say. they face a certain 
death sentence. China has 
already executed Uighurs 
accused of taking part in the 
riots. 

Uighurs warn that the 
events in Khulje have 
strengthened anti-Chinese 
feeling in Xinjiang and the 
desire for Independence. It 
has also encouraged extrem- 
ists to call for armed resis- 
tance. Some predict armed 
conflict within the next 10-20 
years and say Uighurs in 
Kazakhstan would inevita- 
bly be involved and would 
certainly provide material 
and moral support 

This all spells trouble for 
the young and insecure 
nation of Kazakhstan, sand- 
wiched as it is between the 
great powers of Russia and 
China. Not surprisingly the 
Kazakh government has 
shown extreme wariness 
over the issue, and a reluc- 
tance to allow anything that 
might upset China. 

Police questioned a West- 
ern journalist for ' six hours 


when they found him asking 
questions in the Uighur 
bazaar in Almaty shortly 
alter the Khlujc nots. 

Uighurs in Kazakhstan 
complain that every Uighur 
organisation is heavily infil- 
trated and controlled by gov- 
ernment agents. Mosques 
built by the Uighur commu- 
nity are always straddled 
with government-approved, 
ethnic Kazakh Imams. 

Laws restricting the right 
to demonstrate ore strictly 
enforced. Organisations have 
to apply for rranlsrioii to 
hold a demonstration and 
the vast majority are 
refused, according to Yev- 
geny Zhovtis, director of the 
Kazakhstan International 
Bureau for Human Rights. 

The Uighurs are used to it. 
They say that even in Soviet 
times their lives were 
affected by the state of Sino- 
Soviet relations. Now China 
is important to Kazakhstan, 
the Uighurs are finding less 
sympathy at home. 

But thanks to the internet 
and greater freedom of the 
post-Soviet world, they are 
forging links with the 
Uighur diaspora and raising 
political awareness at home. 
The test will be bow tact- 
fully the Kazakh govern- 
ment handles them. 
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Attention' to the competitive tender ! 

Commission on conducting a competition on the right 

to organize GSM standard cellular telecommunication 
networks in Republic of Kazakhstan 

established by resolution of the Government of Republic of Kazakhstan >fel34 of February 24, 1998 
gnnnnnrre; about starting of reception of applications to participate in the competitive tender. 

The tender’s date - July 31th, 1998, 16:00 p.m. (local time) 

Place of conducting of the tender - Republic of Kazakhstan, Astana, Abai ave. 49, Ministry of Trans- 
port & Communication. 

Tbe object of the competition - the right to use of radio frequency spectrum for organization and 
operation of GSM standard cellular telecommunication networks in Republic of K a za k hstan. It is in- 
vited all legal bodies and consortiums. «.• 

The competition will be carried out in two stages : 

■ preparation to the tender within framework of the competition and determination of participants 

■ conducting of the competition 

Reception of applications to the competition is started from the moment of publication of this 
announcement and ended on July 20 tt , 1998, 12.00 (local time) 

Registration of applicants as participant of the competition and giving them out packages with dqcu- 
mentation on the competition is carried out by Department on post & telecommunication of Ministry 
of Transport & Communication of Republic of Kazakhstan with address: 473000 Republic of 
Kazakhstan. Astana,, Abai ave. 49. r. 312 1 

To roaster as participant of the competition it is needed to submit an application on participation m 
competition ( in arbitrary form ), copy of certificate of state registration of legal body . copies of 
founding documents assured be notary, ( &r foreign bodies - founding documents legalized properly, 
copy of P O of pay of fee for participation in the competition in amount equal to US S 10.000 ( ten 
thousand ) in tenge (local currency) on rate of exchange of National Bank of Republic ofKazakhstan 
on dav of Daymen! ( including VAT) to following address: 

SS Stale Telecommunication Inspectorate. Almaly. PHH6007000U2236 
Bank of redeem: Operational Department of National Bank, code 601. MOO 190501601, Almaty. 

Account 425402, 

S^^ei^^^^°^t>«coinpeuUonhavetopayupto25'‘ofMy 1998 guaranty 
ffiL. in amount of 10% of starting price of the object that equal to US $1630.000 (one mWion ox 
Stud fifty thousand ) in tenge on rale of exchange of Nabonal Bank (rfNatKmal Bank of Repubhc 
ofSrhi on the day of payment Data for payment of guaranty deposit wll be indicated in 

S’S'g pria - amount equal to US $ 16.500.00(1 ( sixteen millions five hun- 

) in tenge on rate of exchange of National Bank of Republic of Kazakhstan. 
Auction will be conducted using English method of trade. 

Wimer oftbe auction is declared participant proposed the highest pace. 

of the winner to sign agreement or pay the final amount of auction and license ax 

rt^he riStttoi ose radio frequency spectrum for organization and operation of GSM standard ceflu- 
larcoimniudcation networks in Republic of Kazakhstan is handed over second buyer on latest pnee 

gfjSSSSta of Republic ofKazakhstan on the day of pay. 



CENTRAL ASIAN BANK FOR COOPERATION AND DEVELOPMENT 



£fke unity, of (kodMUmb 

~tke> (km&fiUmA’ of n/nily, 


Russia 



stan 
China 

The Bank was created in axordance wft signed by President of Kazakhstan 
Nursutan Nazarbaev, Presjderrt of Kyrgyzstan Askar Dteav and President 
of Uzbekistan Isiari Karimov the Treatment on The estafafishing the Bank 
on 8 June ,1994. Authorised capital of the flank is USS 9 million and it was 
famed in equal proportions by con^ficxisriGovemnients-sdarehok^ 

of Kazakhstan Jtyrgyzsfan and Uzbekistan. 

TheBafiteatiiitoaretargried: 

4-to the maintaining of ihe sub-regional trade: 

4-to conducSng of mufllateral wfflaments and fransaefons: 
k-to provide a financing of regional inirastucUire projects; 
L-toan^eoMumcand fiftanoriernitxirr^ 

The Bank s a sound banking institution, fe operations are within tie 


-in 1995, KPMGm 1996 and1997]. 

The Bank operates on the financial market in Kazakhstan, Kyrgyzstan and Uzbekistan. 

There were opened a branch h Bishkek, Kyrgyzstan, substfay of the Bank in Tashkent 
Uzbekistan. 

more hfcxrrx^ on Cental Askxt Bo* ta phase contact: 

Alnx^, Kazakhstan BUitok. Kyrgyzstan Tashkent. Uzbekistan 

The Headquarters The Branch The Subsidiary 

USaAbayave. 161 Moscov sheet, 6 Abay street, 


tel: (3272) 422737 
fatf3272) 428627 


M: (3312)228789 
ftDC(331 2)265775 


«: ( 371)1440169 
fae( 371 )l 440293 


/ 
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4 KAZAKHSTAN 


ASTANA • by Cariotta Gail 


A capital 


controversy 



The cost Of 
transforming 


has attracted 

strong criticism 

In Astana, officially the new 
c a pit al of Kazakhstan as of 
this month, yon need a hard 
hat to go to work. The city 
centre is one huge building 
site and office workers trip 
through the dust of half- 
paved streets and gaping 
holes in the roads. 

A dreary provincial Soviet 
town. Astana was given a 
new name and an indecently 
hasty facelift last month in 
time for its official presenta- 
tion as the capital on June 
10 . 

Swarms of workers were 
frantically ' paving the main 
square, planting trees and 
tacking plastic boarding on 
to the facades of buildings, 
transforming them from 
dingy Soviet blocks of flats 
into something akin to a pre- 
fab ideal home exhibition. 

Modem Ttukish architec- 
ture is replacing the Soviet 
style. New buildings of stone 
and reflecting glass now 
dominate the main square; a 
new parliament, the govern- 


ment building, the foreign 
ministry and a congress hall, 
all built by Turkish contrac- 


Astana is full of absurdi- 
ties and, inevitably, contro- 
versy. The transformation is 
costing Kazakhstan more 
than JlOOm this year. It is 
not at all clear how the 
country can afford it. “One 
of the great unknowns is 
whether it is coming out of 
the budget," says one foreign 
diplomat 

The latest name change, 
the third in less than a 
decade, is something of a 
joke. The Soviet name Tse- 
Iingrad gave way to the orig- 
inal Kazakh name, Akmola, 
after independence. But 
Akmola has now been 
dropped to stop the disparag- 
ing puns on the ward, which 
i Tjuapfl “white tomb” in Kaz- 
akh. Astana, which means 
simply capital, is safe if 

uninspiring 

As early as 1992. less than 
a year after Kazakhstan 
achieved independence. Pres- 
ident Nursultan Nazarbayev 
was mulling over the idea of 
moving the nation's capital 
from Almaty to somewhere 
more central Six years later 
he is achieving his dream 
but his people remain uncon- 


vinced of the need for the 



Perhaps the driving reason 
is geopolitical in view of 


proximity of Almaty to the 
Chinese border, some 200km 
away. “Deep down tbse is a 
suspicion of Chinese expan- 
sion," a Western' diplomat 
comments. 

At the same time many 
speculate that by moving the 
capital X,00C&m northwards. 
Mr Nazarbayev Is warning 
Moscow to abandon any 
designs it may have on the 
northern part of his country, 
and laying a stronger claim 
to the largely non-Kazakh 
regions of Kazakhstan. 

Yet tears that either Rus- 
sia might invade, or that the 
e thni c Russians living in the 
north might try to break 
away, have largely receded. 

Mr Nazarbayev prefers to 
stress the internal political 
and economic reasons. 
Astana has good transport 
links and is close to the 
Industrial and agricultural 
belt in the north of the coun- 
try. he says. “Our capital 
was in the comer of a vast 
country. Almaty is a dead 
end”. 

Moving the centre of 
power to the north would 
help stimulate development 



Facsflffc some consider that the monaycouM have bean batter spent 


in the region, which has 
seen drastic economic 
decline since the break up erf 
the Soviet Union, he says. 
This argument, has only 
emer ged recently, according 
to local journalists, and was 
possibly spurred by large 
demonstrations by unpaid 
workers last year in the 
north. 

Local officials say they 
have attracted some $90m of 
foreign investment so far 
this year, bringing work for 
more than 2QQ local compa- 
nies and thousands of work- 
ers in the building boom. 


Yet if the intention is to 


win over the people in the 
northern regions, the mes 
sage has not yet got through. 
There is a persistent belief 
that most of the work has 


gone to foreign companies 
and workers. Locals also 
grumble that prices have 
risen sharply in the city but 
salaries have not matched 


surprisingly loathe to make 
the move. 

. But Astana, or Akmoia. to 
use its original Kazakh 
name, bears a histor- 
ical significance. “Much 
blood was split at Akmola,’’ 
Ifir Nazarbayev says, a refer- 
ence to the decades of war 
first against tribes from 
China, then Russian colonis- 
ers. and finally the Soviet 
repressions when Kazakh- 


stan became part of, the 
gniag a monument stands 
today on ffie edge of Astana, 
mar ki n g the site of a Soviet 
a-a women’s labour camp. . 
' Yet the urgency to buQd a 
new repHai in Astana now. 
seven years after indepen- 
dence and white the country 
is struggling economically, 
remains unconvincing. 

“I have not heard a stogie 
satisfactory answer as to 


why." says Yevgeny Zhovtis. 
director erf the Kazakhstan 
International Bureau for 
Human Rights. “In a country 
where pensioners are in a 
state of half-starvation, to 
spe nd JiOOm on a sew capi- 
tal is not only immoral, but 
senseless." 

Even former prime minis- 
ter Akezhan Kazhegeldin, 
who supports the idea of 
moving the capital, criticises 


the scale of thr >i H, iithu 
"They should !*■ 1 * 

modest.” lw says- “Tlitf* 
other priorities.” TV *sni 
lion of government, it-'* 1 

wildly affleietti am - ‘ 

incakrulahle. . 

In the end It cuuuw ikw 
to the personal ambition > 
the president “It n? an h» 
torical tame." h* *»>'*• 
that you cannot judge ttuttk 1 
diately." 


used factories and decrepit wobbly 


TBAHSWOWU) OgOjJP • by Anthony Robinson and Charles Clover 

Pitfalls for pioneers 


Once regarded , as 
a saviour the 


company is now, 
entangled in a 
court battle 


and local authorities begged 


us to taka over their plants, 
and mines and we got. 
involved deeper and deeper 
as we found solutions to dif- 
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and biggest investors fegag- 
akhstan. 


The London and Geneve- 
based trading company 
invested in a string of metal- 
lurgical plants and related 
trading activities in Kazakh- 
stan and Russia after the. 
chaotic fhsioliy afjnn nf flip. 
Soviet centrally planned 
economy. There were few 
rules and formal privatisa- 
tion was then untried. 


But times have changed. 


Five years ago the company 


was regarded as the saviour 
of entire company towns 


threatened by plant and 
mine closures. 

Now it is battling to pre- 
vent the expropriation of its 


assets without compensation 
and facing accusations of 
exploitation, uncontrolled 


transfer pricing and foster- 


ing corruption. 


Meanwhile, in pursuit of 
its own claims, TWG Is fight- 
mg in the courts to seques- 
ter cargoes of ferro-alloys 
and other materials at for- 
eign ports, claiming it Is the 
rightful owner. 


Transworid, a private com- 
pany with more than 40 sub- 
sidiaries and a reported 1996 
turnover of $6bn, was 
founded in 1977 by David 


and Simon Reuben, two 


entrepreneurial Iraqi-born 

They saw the potential 
profits to be made by re-acti- 
vating giant Soviet-era enter- 
prises paralysed brtbe suck 
den cut-off of both inputs 
and “markets” once guaran- 
teed by distant central plan- 
nees. 

“For seven months of the 
year I travelled throughout 
Rassia, Kazakhstan and 
other places seeking to 
understand what was going 
on and find business oppor- 
tunities," David Reuben 
recalls at the group's Loo- 
dan City Road headquarters. 

“I saw the need for work- 
ing capital to ktekriart the 
stalled plants and mines and 
to access to .markets to the 


raid product But what was 
also needed was the courage 
to get involved in a chaotic 
situation before govern- 
ments began formal privati- 
sation and when there were 
no clear, rules for anything. 
We were prepared to put in. 
money and to take those 
risks. We worked closely 
with and supported local 
management," he adds.- 

For a while the strategy 
worked. A series of mori- 
bund alumina plants, 
chrome mines and down- 
stream ferro-alloy plants 
were reactivated across a 
swathe of Northern K«g«trh. 
stan and contiguous 
southern Siberia. 

By oflfering working capi- 
tal. loans and. markets Tran- 
sworid threw a life-line to 
isolated communities in the 
heart of the endless Kazakh ' 
and Siberian steppe where 
local plants or mines vae 
the sole source of income 
and basic support service^. 
’’At that time gov e r nm ents 



market closely 


producers 
md users. 
As wdrid price&iell we found 
we were unable to sell 
fl h mm p at any price -and had 
to stockpile vast quantities. 

“At ana paint we were hid- 
ing over 350,800 tons of 
chrome are to’ various “ports 
around the. the; 

stockpile in ‘ fertterdam 


became the 


fa hi in Holland, " headds. 


“'We had to chose between 


closing the mine and the 


alloy plant entirely, and 
throwing thousands out of. 
work, or investing heavily 
both in the mine and the 


processing plant We derided 
on the latter approach and. 
aimed to establish Kazakh 


. chrome as the lowest cost 


quality product on world, 
markets. 

“To achieve this we had to 
cut unit costs by raising. 
wring output and improving 
quality tom the alloy plant 
We managed to become the 


lowest cost producer and 
gained consumers' confU 
deuce in our ability to sup- 
ply quality product on time! 
But it was all terribly expert^ 
siva” ’ 


But while Transworld ^ 
credited with reviving pales 
at Kazakhstan’s metalWrei*' 
cal complex it is now critic* 
feed by Kazakh offleiaia^. 
Without naming TW<G; ’Nur-^ 
sultan Nazarbayev; BazaS£»'- x 
stan’s president criticised 
recently some foreign invite- - 
tors for using transfer pre- 
ing and offshejre bagfc 
accounts to .evade taxes-^v. 
The way that TWg 
acquired the plants w^ffeut 
going through a competitive, 
tender process^ also raises 
eyebrows strong Sbme-hffr 
rials and politicians wjbb 
believe tbe company was 
given too good a deal. “I wifi . 
not discuss Transworid spe- 
cifically" says Uraz Jando- 
sov, first deputy prime min- 
ister, and one of . 


Kazakhstan’s most respected 

“Btfe it is true that we 
have had better success in 
nnr pri wBsaHn n progr amme 
when we held competitive 
tenders. This was not the 
case with TWG." 

Former prime minister 
Akezhan KaShegridin whose 
government originally 
signed the contracts with 
Transworid in 1994 and 1996 
said there had' been an 
inquiry last year which 
found that “the amount of 
money that Transworid was 
b rin g ing into Kazakhstan in 
no way corresponded to 
their production figures, 
which caused us grave con- 
ceit". 

While the Kazakh govern- 
m ant has not pursued any 
formal action against TWG, 
the group faces severe prob- 
lems. Three erf its local part- 
ners, 1 attending general 
shareholders’ meetings at 
the group’s factories, voted 
along with officials of the 



Sa^ne projects proved to be a minefield 


Jwzakb. government to nul- 
lify manag e me nt contracts 
which allowed TWG to con- 
trol the plants. 

-■■“ft ’ happened last year at 
aflthree of our major invest- 
infints in Kazakhstan at the 
sgtne time, it was a co-ordi- 
nated move," David Reuben 
says. 

The Kazakh government 
has so far not done anything 
to overturn the results of tbe 
shareholders’ meetings. But 
local observers believe that 
tiie cancelling of TWG’s con- 
tracts could not have hap- 
pened without approval from 
above. 

At this stage TWG is still 
looking for a compromise 


rather t h a n a confrontation 
with local officialdom that 
would allow it to withdraw 
from its Investments without 
loss, says David Reuben. He 
adds that while pursuing its 
claims through the courts 
TWG has also financed a 
$2m study to a $lbn down- 
stream aluminium process- 
ing plant at Pavlodar. 

This. would he the biggest 
export-orientated industrial 
greenfield investment since 
independence. But it wifi 
remain a pipedream until 
the overall tax and invest- 
ment climate assures both 
the host government and 
investors of fair returns and 
transparent procedures. 


Brokerage Company 
<<CAEFC» 
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Kazakhstan with ihe right to maintain charts ’accounts as nominal 
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Company's services: 


Rtofarage wxf dealer performance; 


Corporate finance; 


Anatysiscf security market and pubUcaaat 

of research and aroTyttc reviews. 


Rhpubftc of Kazakhstan, 
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Cooperation which leads to success and financial 
prosperity 
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OIL AMP QA S • by Anthony Robinson 

Oil around 


Overcoming the 
obstacle of the 
Caspian Sea 
is fraught 
with problems 

The Caspian sea. the world's 
largest inland sea. stands 
between the oilfields of west- 
ern K aza khs tan and Europe 
- one of the main potential 
markets for oil and g»s sup- 
plies from the region in the 
next century. 

But to exploit this poten- 
tial. difficult' decisions will 
have to he made on the best 
mode of transport around or 
across this natural obstacle. 
All are fraught with political 
and geo-political implica- 
tions which transcend the 
technical or financial prob- 
lems of the pipleline, rail or 
shipping projects being dis- 
cussed. 


The technical challenge is 
how to transport increasing 
quantities of oil and gas 
safely and economically 
around or across the rela- 
tively shallow Caspian sea 
without dam agmg the cavi- 
ar -producing sturgeon and 
other environmentally sensi- 
tive wildlife. 

The plans also have to 
take Into account the unpre- 
dictable but active seismic 
nature of the Caspian basin, 
a hazard which injects an 
unusual element of risk w»n 
what would otherwise be the 
most obvious means of 
transport, a pipeline laid an 
the sea bed. 

Among several financially 
and technically interesting 
proposals put forward by oil 
companies is one from 
Amoco Eurasia, which looks 
alter the US oil compan y's 
central Asian interests. The 
plan entails shipping up to 



risky 

25m tonnes of oil annually 
across the sea by barge from 
the Kazakh port of Aktau to 
Baku, the capital and hub of 
Azerbaijan’s transport and 
00 and gas activities. 

“The use of locally built 
barges and largely existing 
infrastructure would be both 
cheaper, mare economic and 
more flexible than a pipe- 
line,” Mr Thomas Eggleston. 
Vice president of Amoco 
Kazakhstan told an oil and 
gas investment conference 
in London last month. 

Amoco's plan entails 
building a fleet of tug- 
pushed, double-hulled oil 
barges to ply across the sea. 
The feasibilit y Study efaimg 
the plan could be put into 
operation within 30 months 
at a relatively low capital 
cost of between S4004500m. 

Each 20,000 tonne, nine 
metre draught barge would 
be able to transport 2.5m 
tonnes a year across the sea. 
Unlike a pipeline, which 
would require near capacity 
throughput from the outset 
to be economical, the barge 
option would allow capacity 
on the route to be stepped up 
gradually from 10m to 
around 25m tons a year by 
adding barges as needed, 
Amoco argues. 

Another advantage is that 
the barges could be built in 
local shipyards using Kaz- 
akh steel and labour, as 
could the two tank farms 
with six days storage capac- 


waters 


ity which would have to be 
built at Aktau and Baku. 
The fcmkq would be linked to 
single fixed point loading 
facilities cm jetties projecting 
15 metres into the water. 

Russia is less than enthu- 
siastic about the barge plan 
because of fears that it 
might undermine the attrac- 
tion of the planned CPC land 
pipeline route across 
southern Russia to Novoros- 
siysk. Its objections could be 
partly met by offering the 
option of building a similar 
terminal at the Russian Cas- 
pian sea part of Makhach- 
kala for onward transport by 
rail or pipeline through Rus- 
sia. 

Amoco recognises that at 
larger volumes, the econom- 
ics of a pipeline become 
increasingly attractive. But 
recent statements by senior 
Russian and Iranian offi- 
cials, underlining Moscow 
and Tehran's strong opposi- 
tion to a sub-sea pipeline, 
indicate the potential attrac- 
tiveness of Amoco's surface 
transport proposal as a 
potential compromise. 

“We are strongly opposed 
to a trans -Caspian pipeline 
because of the seismic risks. 
The bed of the sea and the 
level of the sea are changing 
all the time without any pre- 
cise idea of why or bow it 
happens. No economic gain 
could justify the environ- 
mental risk.” said Anatoly 
Adamishin, the minis ter in 


charge of Russia's relations 
with the CIS countries at a 
London investment confer- 
ence organised by Regent 
Pacific fund managers last 

m onth. 

“Russia, meanwhile, is 
investing heavily in a new 
pipeline which will be far 
more economic than any of 
the alternatives. Our aim is 
to make the Caspian an area 
of regional cooperation, but 
not at Russia's expense." be 
added. 

Iran, pushing its own 
agenda for Caspian oil and 
gas to be transported south 
through Iranian territory, 
takes a similar line. 

Powerful as the environ- 
mental arguments are, the 
reality is that much of the 
oil and gas exploration and 
production in the Caspian 
region over the next decades 
is likely to be off-shore. It 
will include both off-shore 
drilling and production pipe- 
line b uilding . 

A trans-Casplan pipeline 
would probably run through 
such an already ecologically 
disturbed area, especially on 
the Azeri side of the sea 
where off-shore activity is 
expected to rise substan- 
tially. 

This underlines the fact 
that Russian and Ir anian 
opposition to the proposed 
trans-Caspian pipeline, and 
lack of enthusiasm for the 
alternative barge proposal, is 
only partly related to genu- 



OiSng the economy's wheels: BG and Agip get down to business at Karachaganak 


ine ecological concerns. 

They mainly reflect reluc- 
tance to allow any develop- 
ment which would weaken 
the attraction of tbeir own 
pipeline schemes and 
strengthen the position of 
Baku as the main transport 
hub for the region. 

Any scheme which 
allowed bulk supplies of Kaz- 
akh oil to be transported to 
Baku would inevitably 
strengthen the case for 
building high capacity 
export pipelines from the 
Azeri capital through Geor- 
gia to the Black Sea port of 
Supsa and/or through Tur- 
key to Ceyhan on the east- 
ern Mediterranean. 


While not totally opposed 
to such plans in principle. 
Moscow wants to ensure the 
first bulk export of oil from 
east of the Caspian sea is 
transported by land pipe- 
lines across southern Russia. 

Moscow and Tehran also 
insist on a key role in any 
arrangement for administer- 
ing the Caspian Sea as a 
whole. 

As a result the barge plan, 
and any other investment 
schemes under consider- 
ation. will probably remain 
in abeyance until agreement 
is reached on a Caspian Sea 
treaty among the five bor- 
dering or littoral states 
involved. 


Tehran unit Moscow have 
been reluctant to conclude a 
treaty which would divide 
the sea bed among all five 
littoral states. Moscow Is 
preparing to sign a bilateral 
agreement with Kazakhstan 
but makes the point that 
there can be no real progress 
on developing central Asia 
energy and other resources 
without Russia’s consent, 
and if possible, without Rus- 
sian participation. 

However. Russia's power, 
and that of its energy com- 
panies. is essentially nega- 
tive. They do not have the 
required technolog)' and can- 
not afford to finance the 
huge investments required. 


ENERGY PROJECTS • by Robert Corzine 





Keys to prosperity 
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The ventures 
would boost 
the economy 
but uncertainty 
persists 

Ravil Cherdabaev, the Akim, 
or governor of Atyrau. the 
city in western Kazakhstan 
cut into European and Asian 
halves by the Ural river, 
scoffs at a suggestion that 
his dream to t ransf orm the 
drab Soviet-style industrial 
city into a modem, thriving 
oil . centre is a fantasy. 

The world’s big ofl compa- 
nies, be says, may face 
delays in turning the sur- 
rounding region into one of 
the world’s- biggest oil 
exporters, but “it’s no fan- 
tasy. Failure is not po s s ible ". 

That may be so, ‘but for 
executives overseeing Kaz- 
akhstan’s three top priority 
energy projects, uncertainty 
has been a fairly constant 
companion in recent years. 

Tengiz, Karachaganak and 
the North Caspian consor- 
tium are of strategic impor- 
tance to K««>khstan. Their 
full development could 
underpin the country’s eco- 
nomic performance and 
political independence for 
years to come- But the first 
two have been held back by 
a lack of export options 
while the third is still only a 
gleam, albeit an especially 
bright one, in the eyes of 
geologists and oil explorers. 

Tengiz was the first big 
contract Kazakhstan signed 
with a foreign oil company, 
and more than Slbn has 
been spent over the past five 
years in boosting its output 
from around 30.000 barrels a 


day In 1993 to 180,000 b/d. 
Tengiz has all the attributes 
oilmen seek, marred only by 
one trait they fear the most; 
a high level of the deadly 
hydrogen sulphide gas that 
can kill in seconds. 

Its sheer size is its most 
obvious attraction. A reser- 
voir 12 miles wide and 13 
miles long holds an esti- 
mated 25bn barrels of oil. of 
which 6bn-9bn are thought 
to be recoverable. But such 
judgments are tentative, 
given that the reservoir has 
never been fully defined. 

Tengizchevroil, (TCO). the 
Chevron-dominated operat- 
ing company, plans to 
expand output to 700,000 b/d 
by 2010. TCO officials, how- 
ever, say they could more 
than double that if oil prices 
were high enough to justify 
the investment in expensive 
processing units to separate 
the sour gas from the high 
quality Tengiz ofl. 

But if the average ofl price 
stays closer to the level seen 
so far this year, around S14 a 
barrel, then “we*n be lucky 
to get to 700.000 b/d". says 
Guy Hollingsworth, TCO’s 
head of operations. 

Low oil prices also means 
the Tengiz partners - Chev- 
ron and Mobil of the US, 
Lukoil of Russia and Kazak- 
bofl - win this year have to 
inject new money into the 
project to maintain its 
expansion programme. 

There has been specula- 
tion that the Kazakh govern- 
ment might have to sell part 
of its 25 per cent stake, but 
Oraz Jandosov, the first dep- 
uty prime minister, says it is 
more likely that Kazakh oil 
will use the shares as collat- 


eral far a l oan. 

Partners in the North Cas- 
pian Consortium are hoping 
to find a new Tengiz in the 
prospective but environmen- 
tally sensitive waters off 
Atyrau. 

The eight consortium 
members recently formed 
the Offshore Kazakhstan 
International Operating 
Company (Okioc) to oversee 
the drilling of the first well 
in the Kashagan formation, 
probably in October. 

The well is likely to be one 
of the most widely watched 
in the world, given the 
potential to discover a rare 
“supergiant" field. But the 
difficult location in shallow 
water only a few metres 
deep and the need to ensure 
there is a mtritmai impact to 
the environment has compli- 
cated the taak 

The uncertainty surround- 
ing the onset of the ice In 
the northern Caspian has 
also complicated planning: 
“The current intention is to 
get the well spudded and 
continue to drill, unless the 
ice makes that too difficult 
or dangerous," says one con- 
sortium member. 

Okioc has also proved to 
be a difficult consortium to 
manage. “All the members 
have pride in their technical 
capabilities," notes an execu- 
tive with one of the Euro- 
pean member companies. 
But to speed things along 
Royal Dutch/Shell was desig- 
nated as the lead partner to 
spearhead the technical 
aspects of the exploration 
effort. 

That has frustrated some 
members, who hope the for- 
mation of Okioc - to which 



Oil exports: “Failure is not possible' 


all the companies can second 
staff - will ease tensions. 

The politics of the project 
have also proved hard to 
manage: “When you get a 
debate about politics all the 
natural tensions and rival- 
ries start to emerge says 
one executive. 

A big discovery by Okioc 
would also affect the com- 
plex political and commer- 
cial debate on export pipe- 
lines from the region, as a 
large find would require 
another big pipeline to world 
markets. 

The third strategic project 
is Karachaganak. a huge gas 
condensate field dose to the 
Russian border, it is being 
developed by British Gas, 
Agip of Italy. Lukoil and 
Texaco of the US. 

Like Tengiz, it has suf- 
fered from limited access to 
the Russian oil and gas 
export system. And like Ten- 
giz it has had to adopt a 
strategy of gradualism and 
the slow development of 
alternative markets and 
transport routes in order to 
maintain the project’s 
momentum. 

Karachaganak’s partners 
say the signing last autumn 
of a production sharing con- 
tract with the Kazakh gov- - 


eminent gave a big boost to 
the project's prospects. 

Although production of 
the liquid gas condensate 
this year will not rise much 
above that of last year, the 
companies are going ahead 
with plans to boost output 
over the next 2-3 years in 
anticipation that the CPC 
pipeline win be available for 
direct export in 2001. 

Until then Karachaganak 
has to rely on Russian cus- 
tomers to buy the conden- 
sate. Many had poor pay- 
ment records, but BG 
executives say there have 
been no payment problems 
over the past 13-14 months: 
“Since the PSC was signed 
they know they need to 
strike a long-term relation- 
ship with us." 

The Karachaganak part- 
ners are also seeking alter- 
natives to CPC, although 
they deny that it shows less 
than solid support for the 
pipeline: "CPC is not the 
only game in town for us." 
says John Morrow, the Brit- 
ish Gas executive in charge 
of the field. “It's very impor- 
tant that the pipeline is 
built, hut this is a game of 
alternatives and access to 
world prices is what it's all 
about" 


CPC • by Robert Corzine 


More than a pipe dream 


A dedicated 
export system 
from Tengiz 
oilfield is an 
economic priority 

In most parts of the world oil 
pipelines arc seen as 
straight-forward engineering 
projects. But to the Caspian 
Sea region they have become 
imbued with all the complex- 
ities of the area's politics, 
V & and none more so than the 
* " Caspian Pipeline Consor- 
tium. 

This International group 
wants to build a 82bn pip®- 
line linking the Tengiz oil- 
field in western Kazakhstan 
to a dedicated export tenrn- 
oal near the Russian Black 

Sea port of Novorossiysk. 

The CPC pipeline is seen 
as a litmus test of Russian 
political and commercial 
intentions in the Caspian 
Sea region. 

Its successful development 
would suggest that Russia 
was prepared to take a more 
pragmatic approach to the 
spread of western invest- 
ment. and influence, in the 
Caspian. 

It is also an economic pri- 
$ orlty for Kazakhstan, 
because CPC is the most 
advanced of all the proposals 
to boost Kazakhstan’s oil 
exports in the early years of 


the next decade. 

puHnns of dollars worth of 
additional foreign invest- 
ment in Kazakhstan's oil 
and gas industry depends on 
the emergence of a reliable 
export route. 

The development of a dedi- 
cated export system for Ten- 
giz oil will also trigger a 
final bonus payment to the 
Kazakh government by 
Chevron, the main western 
partner in the field; $420m 
has been accruing Interest in 
an escrow account for the 
past five years. 

CPC is also the main 
export option for natural gas 
condensate from the giant 
Karachaganak gas field, 
another of Kazakhstan’s pri- 
ority energy projects. 

This year promises to be a 
decisive one for CPC, which 
brings together the Kazakh. 
Russian and Oman govern- 
ments and 10 international 
oil companies with interests 
in the area- 

in October the CPC part- 
ners must decide whether to 
go ahead with the main pur- 
chase of pipe and compres- 
sors for the 1,440km line. Ini- 
tial capacity will be 28m 
tonnes a year, but total cost 
is expected to rise to S4.5bn 
as capacity is boosted to 67m 
tty by 2014-2015. 

The more optimistic mem- 
bers of the consortium say 
ground could be broken m 


early 1999. although that 
assumes that CPC can 
quickly secure detailed 
agreement from local Rus- 
sian governments on the 
specific route the line win 
take through their areas. 

It also assumes that the 
management problems that 
plagued the consortium last 
year have been decisively 
dealt with by a recent re- 
shuffle of key executives. 

“There is a completely 
new spirit now that the old 
guard is gone”, says one 
western executive who 
attended CPC’s latest board 
tt» faring in late May. “Over- 
all CPC has been a hard, bit- 
ter experience, but at the 
last meeting there was a real 
desire to pull together." 

Although some consor- 
tium members, such as 
Chevron, hope for a comple- 
tion date by the end of 2000. 
a more likely target date is 
sometime in 2001. Sceptics 
still abound, however. 

So mft wonder whether the 
bureaucratic delays that 
CPC has encountered in Rus- 
sia are more than just a 
reflection of the inexperience 
of regional and local officials 
in dealing with such a proj- 
ect 

Although Russia stands to 
earn $2S.3bn in taxes and 
dividends over the life cf the 
pipeline, some observers 
question whether high-level 


political support tor CPC in 
Moscow Is all that firm. 

More optimistic observers 
see the delays in a different, 
less sinister, light “Russia is 
stfll d efining the relationship 
between the centre and the 
regions,” says one US oilman 
with long experience of CPC 
politics. 

“There is no role model for 
them to follow and they 
operate in a country not 
used to target dates.” 

Kazakh officials, from 
President Nursaltan Nazer- 
bayev on down, remain opti- 
mistic about CPC,' although 
they are concerned about the 
project’s slow pace: “The 
pipeline has been very slow, 
and to some extent still is.” 
says Usaz Jandosov, the first 
deputy prime minister. 

Western diplomats in 
Almaty also question the 
project’s timetable: “Every- 
one seems to want it, so it 
will happen," says a senior 
European diplomat. "The 
question is when?” 

But CPC may not be able 
to afford many more delays. 
Although it has progressed 
further than any other pro- 
posal for a main export pipe- 
line from Kazakhstan, politi- 
cal events in the area could 
swing support to other 
routes. 

Although the US is keen to 
reduce the region's depen- 
dence on Russia, Washing- 


ton still supports the CPC. 
according to an American 
diplomat in Almaty. 

But the US government 
has recently been promoting 
a trans-Caspian option that 
would take Kazakh and 
Turkmen oil - and possibly 

gas - across the Caspian to 
Azerbaijan, thus avoiding 
both Russia and Tran. 

Officials say there is no 
contradiction in supporting 
both schemes. They note 
that if there is a large dis- 
covery in the soon-to-be 
launched exploration pro- 
gramme in the north Cas- 
pian, then another big pipe- 
line will be needed from the 
area. 

But some of CPC's backere 
weary that the emergence of 
the trans-Caspian plan might 
undermine the momentum 
behind the prqjecL 

They question the US gov- 
ernment’s role in promoting 
the most expensive export 
option: “If you’re in business 
you don’t build the most 
expensive pipeline fir$t,“ 
says a US ofl executive. 

But far now C PC seems to 
have retained the backing of 
its intended users. “We like 
lots of options and cheer 
anyone on who has an idea,” 
says Ken Godard, general 
director of Tengizchevroil, 
the company which operates 
the Tengiz field. "But we're 
expecting CPC." 
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• Azerbaijan 

• Bahrain 

• Brazil 

• Egypt 

• Fr Yugoslavia 

• India 

• Kazakhstan 

• Russia 

• Saudi Arabia 

• Turkey 

• Turkmenistan 

• Ukraine 

• Uzbekistan 


1998 Exhibitions 
in Kazakhstan 

KIHE'98- 12-15 May ‘ • ' g ; .;y.YT 

5th Kazakhstan international Healthcare Exhibition 

Atakent Internationa! Exhibition-Centre; Almaty 

K1TEL'98- 2-5 June 

5th Centra! Asia International Communications Exhibition 

Atakent International Exhibition Centre. Almaty 

KIPS'98- 2-5 June ^ VV' ' 

5th Central Asia InternationeVProtection, Security-. . 

& fire Safety Exhibition ~ 

Atakent I nternstiohei ExhibiUcb Centrev Airhaty 

KAZBUILD'98 - 8 : T1 September tU.cVo • 

5th Central Asia International/. Building, Construction 
& Interiors Exhibition . ; U"- 

'Atakent Internationa! Exhibition Centra, Almaty’ 

KIOGE'98- 6-9 October " • ;• 7; 

6th Kazakhstan International Oil & Ga4 Exhibition 
& Conference 

Atakent Internetisoai Exhibition Centre, A: maty : '• . 

KAZ MIN'98 - 6-9 October " ' f 

4th Kazakhstan International Mining Exhibi^ogi^g-g 

Ataker.i lnTe:n3ticr,u! Exhibition Centre, A'lmaJsU ->-• '■ 

FOODPACK KAZAKHSTAN'98^^f^ber 

1st Kazakhstan International Food Pr5cessing8^A~ g A 
& Packaging Exhibition ; U 

Atakent Internationa: Exhibition Centrej^^ai^iv. ;i vr 

INTERFOOD KAZAKH STAN'98 - ilSfeiiber 

1st Kazakhstan International Food & Drink, 

Hotel & Catering Exhibition 
. Atakent i r.tarn = :ic n a i' Ex'n; U,ti o n Centre, 'Ai mat/ ” 

- . For further information please contact: 

V\> ITE Group Pic 

Eycr. House. 1 12a Shirlard Road, London v72 2EQ, : JK 
Tel; - 44 (0) 171 286 5720 Fax: - 44 10) 171 286 0177 
E-maii: pressSi'e-exhibitior.s.ccrr 
Web Site: •.wAv.ite-exhibitions.com 


YokiogJ Jjiilspsj/iibui jfcLGiktaizijj - ii yews aliL 

y&iUJg? &5a!ih3EiJiJ "ifeuiic Cejite/C/suih" - 'ID y-m/z M 

Yuur JteHahls ifonk iiig fti/inw jjj Cajiirtd Am! 


Kawlc CeuterCredit 

participates with the European Rank for Reconstruction 
and Development 'EBRD- in the “Kazakhstan Small Business Programm". 
As well as the programmes of the joint Central Asian and American Fund of 
Entrepreneurship of Anas Credit Company "CROSSROADS”. 

Bank CenterCredit is also appointed by the Asian Development Bank 
as an authorised bank for the allocation of the second tranche of their 
Small and Medium Business Development Programme. 

Together with Raiffeisen Investment AG and 
The Bank of Ireland international Services Ltd-, Bank CeuterCredit is 
engaged m the hag-term ’TWINNING” programme to transfer 
International Standards and 
Institutional Strength to the bank. 
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DEFENCE • by Charles Clover 


From weapons 
to bubble wrap 
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Direct Mt the end of a silo and another part of the old Soviet Union 'a mfanfle capabJHty 

MILITARY LEGACY* by Robert Corzine ■ 


Blasting a path to peace 


Missile silos are 
being demolished 
to deter the 
proliferation 
of weapons 

Last month spring came to 
the steppes of eastern Kaz- 
akhstan. and with it arrived 
the traditional signs of the 
season: new-born calves and 
colts feeding on the fresh 
grass and the Brat local 
horse races of the year. 

But more unusual activity 
also came with the change of 
the seasons, as bulldozers 
and teams of workers 
deployed across a wide 
swathe of the steppes on 
which much of the old 
Soviet Union's nuclear mis- 
sile capability was deployed. 

Their task is to dismantle 
the 148 concrete and steel 
si ]06 which sheltered SS-18 
inter-continental ballistic 
TniKKiles and their multiple 
nuclear warheads. 

The missiles and the war- 
heads have long since been 


taken back to Russia. But 
the US government, which is 
funding the (40m dismantle- 
ment programme as part of 
its effort to deter the prolif- 
eration of weapons of mass 
destruction, wanted to 
ensure that the silos could 
never be re-activated. 

"From the US point of 
view this reduces the 
nuclear threat,” says Bill 
Suzuki, the former US army 
soldier who manages the 
Joint venture between Brown 
& Root and ABB Susa, the 
two contractors chosen to 
implement the programme. 

Destroying the silos and 
their associated surface- 
based support buildings has 
been fairly straightforward, 
said Mr Suzuki, aside from 
one area within the former 
Soviet nuclear test site at 
Balapan, where fallout was 
detected. 

Huge explosive charges 
are used to blow up the 80 
tonne blast caps that were 
meant to protect the sQos 
against nuclear attack. The 
high quality steel is sal- 


vaged, but most of the rest 
of the sites - the guar- 
dhouses. gun turrets, con- 
necting tunnels, barracks 
jinri administration block* - 
are reduced to nibble by 
bulldozers and wrecking 
balls. 

This is pushed into the 
silo, which Is than capped 
with a thick concrete slab. 
High voltage power cables 
linking the missile sites to 
the national electricity grid 
are also due to be removed, 
although much already 
been dug up by locals. 

Soil is then spread across 
the whole site in such a way 
as to blend in with the sur- 
rounding steppe. 

In a few years the native 
grasses will reclaim the sites 
and the physical evidence of 
the silos will be gone. But 
memories of them will linger 
among the local population. 

For those who took part in 
the vast engineering effort to 
build the Soviet strategic 
rocket force, the dismantle- 
ment elicits mixed emotions. 

1 have tears in my eyes 


because we're demolishing 
history,” says Rudolf Shat- 
alin, one of the sub-contrac- 
tors. He remembers the 
spirit of adventure that 
accompanied the original 
construction of the silos, as 
thousands of young engi- 
neers from across the Soviet 
Union were drafted in to 
oversee their construction. 
At the time few saw it as 
anything other than a posi- 
tive development 

Others have a more cyni- 
cal view: “Ten years ago this 
was a threat to the whole 
world and one of the most 
closely-guarded secrets of 
the Soviet Union," says 
Pyotr Diatlev, a former 
nuclear scientist, as he looks 
out over a wind-blown, half- 
demolished missile control 
complex. "Now children play 
in the rubble.” 

At other sites gun turrets 
continue to stare out over 
the surrounding steppes. 
"They were meant to guard 
against foreign enemies," 
says Mr Diatlev. "But the 
only enemy around was 


their own people.” 

But it is the 'future, rather 
than the past, that is on the 
minds of most workers at 
the Brown & Root/ ABB Susa 
camp near Zhangis-Tobe. 
The ejqrerience of working 
for a US company has 
proved to be profitable and 
pleasant: "It's like I'm in 
paradise here in a little 
America,” said one. 

But the employment will 
be temporary and they all 
worry about finding new 
Jabs when the sOo destruc- 
tion programme finishes, 
probably at the end of this 
year. 

Bob Harvey, the Califor- 
nian engineer in charge of 
Zhangis-Tobe, says they 
should be proud that their 
efforts will have a lasting 
legacy: "By destroying the 
silos we’re erecting peace,” 
he notes. 

But subcontractors such 
as Anatoly Tunnikov are 
impatient for the practical 
benefits of that peace: “It is 
far better to bufld than to 
demolish." 










The conversion of 
military industries 
to peaceful uses 
has been boosted 
by US money 

After the collapse of the 
Soviet Union, spending on 
new military equipment fell 
by 80 per cent in one year, 
from 1991 to 1992. This 
sparked the collapse of the 
Soviet "military industrial 
complex”, a network of elite 
military factories dedicated 
to building the Red Army 
war machine . 

When orders dried up, 
these factories, which for- 
merly had recruited the best 
engineers and scientists, and 
commanded the best tech- 
nology, simply came to a 
halt, with catastrophic can- 
sequences. In Kazakhstan, 
fully half of the country's 25 
per cent shrinkage In gross 
domestic product since 1992 
can be explained by the fell 
in manufacturing output, 
mainly the military facto- 
ries. 

Transforming these indus- 
tries into peaceful, commer- 
cial Uses ’hp* lakpn no small 
amount of creativity and 
faith. 

In Stepanogursk, Kazakh- 
stan, the manufacturers of 
secret bio-chemical weapons 
are now making bubble 
wrap. 

The missile tracking sta- 
tion that originally locked 
on to Gary Powers' U-2 spy- 
plane is now a cellular 
phone provider. A factory in 
Belarus which was created 
to help fight "Star Wars” in 
the 1980s is now making 
laser pointers. 

Part of the credit for these 
successes can be claimed by 
the US Congress, which in 
1992 passed the Nunn Lugar 
bin, which provides finance 
for western companies who 
convert post-Soviet military 
factories to peaceful uses. • 

It focuses on factories 
which can make weapons of 
mass destruction and the 
delivery systems for them. 
Military factories are partic- 
ularly attractive targets fen 
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such investment, given their 
high level of technical 
sophistication. 

Probably the most success- 
ful of the defame conversion 
projects in Kurakhstan has 
been Hydromash, a factory 
in Almaty, which used to 
manufacture nuclear torpe- 
does. 

Hydromash, with the help 
of a $5m grant from the 
Nunn Lugar programme, has 
since been turned into Byel- 
kamit, a joint venture 
between the government of 
Kazakhstan and US-based 
Byetocorp Scientific. The fac- 
tory now makes high pres- 
sure vessels for transporting 
chemicals. 

Ventures like Byelkamit, 
that turn military industries 
into civilian ones, may 
revive the flagging manufac- 


turing sector of the former 
Soviet Republics. 

Taking advantage of Its 
technological edge, it has 
become the only factory in 
Kazakhstan, and one of 
seven in the entire former 
Soviet Union, which has 
received certification of qual- 
ity by the American Society 
of Mechanical Engineers, 
meaning it can sell its goods 
worldwide. 

But Byelkamit's real goal 
is to sell equipment to the 
numerous oil companies 
developing Kazakhstan’s 
huge oil resources. 

The venture has already 
secured a contract with US 
engineering company 
Bechtel to make equipment 
for the Tengiz oil field, being 
developed by US companies 
Chevron and Mobil. 
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